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TREASURY DEPARTMENT,
BUREAU OF STATISTICS,

February 4, 1880.

The following presentation of the relations of the railroads to the pub-
lic interests constitutes Part II of the Eeport on the Internal Commerce
of the United States, prepared by Mr. Joseph Mmmo, jr., Chief of the

Bureau of Statistics, and submitted December 1, 1879. This part of

the report is presented separately in view of the public interest mani-

fested in the "railroad problem," and especially in that feature of it

which relates to those great pooling or apportionment schemes now con-

trolling the principal part of the competitive traffic between the Mis-

souri Eiver at the West and the Atlantic seaboard at the East, and be-

tween the Great Lakes at the North and the Gulf of Mexico at the South.
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II

THE RELATIONS OF THE RAILROADS TO THE PUBLIC
INTERESTS.

The following chapters in regard to direct trade over connecting lines,

competition, the apportionment of traffic, the cost of transportation,

uniformity of railroad accounts, the publicity of the acts and doings of

railroad companies, discriminations, and the governmental regulations

of railroads, have a direct bearing upon the relation of the railroads to

the public interests. The main object in view in the preparation of these

statements has been to describe the evils which have sprung up in the

course of the development of the railroad system, and the measures which

have been proposed or adopted for the correction of such evils. The

topics treated of embrace the more important features of what is known
as "the railroad problem."

1. DIEECT TRADE OVER CONNECTING LINES.

The arrangements which have been entered into between connecting
railroads for the direct transmission of freights between distant points
without the necessity of any supervision on the part of the shipper from

the point of shipment to the point of delivery, constitute one of the most

important features of our railroad system. The efficiency of railroads

as instruments of commerce is due in a higher degree to such combina-

tions than to any other feature of their existence.

It is especially in the light of the relationships which the railroads of the

country sustain to each other by virtue of these arrangements, that they

may be regarded as constituting one great system of transportation.
As railroads were extended from the Atlantic seaboard towards the

West, it became evident to their managers that the methods pursued in

the conduct of local traffic were inadequate to the proper conduct of

through traffic over connecting lines. It was not, however, until after

certain practices with respect to the latter had been established, that

uniform rules could be formulated for its systematic management.
The efforts made by railroad managers for the purpose of securing

traffic from connecting roads, were the steps which inevitably led to the

existing condition of our railroad system of transportation. Soon after

a general freight traffic over railroads connecting the West with the sea-

board began to be developed, the managers of certain of these roads

forming continuous lines, saw that they could conduct their through
traffic much more economically, and at the same time promote its
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142 INTERNAL COMMERCE OF THE UNITED STATES.

growth, by providing facilities for the direct transport of merchandise
from points of shipment to points of delivery on through bills of lading,

covering the entire freight charges on the different roads, the managers
of the connecting roads agreeing among themselves as to the proportion
of the through rate which each should receive. The lines affording
such facilities also met a pressing commercial demand, and at once com-

manded public patronage.
The managers of roads which were operated independently of their

connections clearly saw that it was impossible for them longer to main-

tain such an isolated position. They, therefore, earnestly set about

imitating their rivals by entering into combinations with connecting

roads, for the purpose of securing a share of the through traffic. A
struggle for competitive traffic at once began, and has continued to the

present time. In the course of this struggle, "through" or "compet-

itive" rates have been greatly reduced, and in many cases to such an

extent as to cause discriminations against "local" or "non-competitive"
traffic. The reductions made in transportation charges have, however,
been of vast importance in developing the resources of the country, in

promoting trade and all productive industries, and in the general ad-

vancement of the social and material interests of the people.

The great struggle for competitive traffic has also stimulated inventors

and railroad managers to the adoption of those improvements in appli-

ances and in methods which have effected cheap and rapid transportation.

The system of direct shipments over connecting roads embraces many
matters of detail touching the use of tracks and of cars, and the em-

ployment of the necessary executive, clerical, and other assistance. For

the accommodation of this through or joint traffic, union depots have

been constructed, the tracks of different companies have been connected,
and facilities have been provided for the speedy and economical transfer

of goods from the cars of one company to those of another.

The principal part of this direct traffic is carried on by means of cars

passing over the various connecting roads from points of shipment to

points of delivery. This is effected mainly by means of co-operative

freight lines, each one of the several connecting companies .setting apart
a certain number of cars for this particular branch of their freight traf-

fic. Arrangements have also been entered into as to the facilities for

speedy transit which shall be granted to through-freight cars and through-

freight trains in their passage over the lines of the several companies.
Facilities for the direct shipment of freight now extend into almost

every part of the country, and constitute, apart from the conduct of

the local traffic of the various roads, a highly-organized system of trans-

portation, a system which has been developed through the teachings of

experience and the exercise of the highest order of talent available in

the conduct of railroad affairs.

While the managers of the railroads of the country have, under the

stimulus of a desire to develop arid increase the traffic of their respective
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roads, constantly labored to improve the facilities for direct and speedy

transportation, their efforts have at the same time tended to meet the

pressing demands of the growing and continually widening internal com-

merce of the country. Thus there has been a constant tendency towards

that almost perfect system of transmission which we enjoy in the railway

postal service.
,

All compacts between railroad companies in regard to the manage-
ment of their joint traffic have been entered into voluntarily. No legis-

lative act or provision has ever yet suggested or devised any of the

measures or instrumentalities which have been adopted for the estab-

lishment of the system. In this matter, so deeply affecting the com-

mercial and industrial interests of the country, the railroads have been

a law unto themselves, or rather they have, within the range of their

legal rights, followed the leadings of the natural evolution of the rail-

road system, with no other guide than the promptings of self-interest,

and the suggestions of the constantly-extending commerce of a country
of vast extent, and almost illimitable resources.

Very many of these compacts are in whole or in part merely verbal

agreements, their execution in detail being carried out in pursuance
of the customs which have been established among the executive offi-

cers of railroads touching the conduct of such traffic. These customs

also constitute the daily guide of the subordinate officers and servants

of railroad companies.
The only enactment of Congress bearing upon the subject of direct

shipments over connecting lines is the statute of July 15, 1866, author-

izing railroad companies chartered by the States to connect their roads

with railroads of other States so as to form continuous lines for the

transportation of passengers and freight to places of destination. This

statute, obviously in the interest of commerce, was enacted at the in-

stance of certain railroad companies, moved solely by the object of sub-

serving their own interest. But the demands of trade have led the rail-

road companies to supply the facilities for carrying into effect such agree-
ments for the conduct of direct traffic over connecting lines, independ-

ently of all legislation, and far in advance of any benefits which could

possibly have been realized from the enactment of this unique statute

or from the possible statutory enactments of any one or of all the States

or of the Congress of the United States.

The validity of such compacts appears to be generally sustained

by the courts in so far as relates to the protection of the interests of

shippers. The struggle for "
through traffic" between competing lines

being so intense, railroad companies are averse to subjecting the owners
of property to the annoyances of litigation on account of damage to, or

loss of property in transit, from the fact that any act of this kind would
be likely to bring such company into bad repute among shippers ;

there-

fore, cases of this sort seldom, if ever, arise. In proportion to the risks

assumed and the magnitude of the business carried on, there are few, if
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any, business operations even including those in regard to which legal
remedies are clearly denned and easily attainable in which so little

litigation arises as in the conduct of through traffic over connecting rail-

roads.

In the case of through bills of lading issued by managers of certain

of the co operative freight lines, such managers not being officers or

servants of any one of the roads entering into the agreement, special

questions have arisen as to the nature of the liabilities incurred by the

contracting roads in so far as relates to the interests of shippers.

It appears to be clearly determined that the contracting parties are

responsible, as between themselves, for the loss of, or damage to, freight
in transit, and also fo^ the division of receipts from freight according to

the terms of the agreement entered into. It is generally conceded, how-

ever, that the agreement as to the continuance of any arrangement en

tered into between connecting companies for the conduct of joint traffic

is one, the specific performance of which cannot be enforced.

It appears, therefore, that the arrangements for the conduct of direct

traffic, so highly beneficial, and, in fact, so indispensable to the present
order of the commercial, industrial, and social interests of the country,
are at all times subject to such voluntary abrogation on the part of the

railroads as would, if generally carried into effect, revolutionize the com-

merce of the country. But such a catastrophe need not be apprehended,
as these agreements aie based upon the sure foundation of equity, self-

interest, and the imperative requirements of commerce.

Besides the combinations entered into between railroad companies for

the conduct of through traffic, similar combinatioL s have be?n entered

into between railroad companies and ocean-steamer lines, by means of

which direct trade is earned on between interior points in the United

States and foreign countries.

Statutes designed to ensure the proper transmission and interchange

of traffic over connecting lines constitute one of the most important
branches of the railway legislation of Great Britain, and the duty of

enforcing the provisions of law upon this subject is one of the most

important functions of the British railway commission.

While the establishment of facilities for direct transportation over

connecting lines has greatly enlarged the possibilities of railroads as

highways of commerce, and has tended greatly to develop trade, it has

also produced marked changes in the course of trade and in the con-

ditions governing the internal commerce of the country. Some of the

more important results of the establishment of the facilities of direct

trade are set forth in other chapters of this report. A few facts illustra-

tive of the practical workings of the system may, however, be noticed

in this connection.

(a) The merchants of New York City and of the other Atlantic sea-

ports are, by virtue of the facilities of direct transport, enabled to ship
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goods directly to local dealers at points throughout the New England
States, the Atlantic seaboard States, the Gulf States, the Western and
Northwestern States, and even to the Pacific States. The merchants of

Saint Louis, Chicago, Cincinnati, Louisville, and many other interior

points also enjoy similar privileges.

(6) Surplus products of the West are now shipped directly from the

localities of production to interior points in the New England States

and in the south Atlantic seaboard States. These points were formerly

supplied with such products from the Atlantic seaports. Western prod-
ucts are also shipped directly to foreign countries without the payment of

any tribute to the commercial interests of the Atlantic seaports. The
merchants of the more important of the interior cities are also enabled,
under specific provisions of the customs laws of the country, to import
goods directly from foreign countries.

(c) Cotton is now shipped, directly from points in Arkansas and Texas
and the States east of the Mississippi Eiver to the cotton manufactories
ofNew England, and on the other hand the products of the factories of

New England are shipped directly not only to Chicago and Saint Louis,
but to points in Iowa, Wisconsin, Minnesota, Nebraska, Kansas, Colo-

rado, and Texas.

Evidently, the facilities which have been provided for direct traffic over

connecting lines give to the agricultural, the mining, and the manufact-

uring industries of the country the option of a great number of home
and foreign markets, and thus constantly stimulate competition between
trade centers. While these facilities tend to contract the area of the

strictly local trade of each commercial city, they also tend greatly to

expand the area of its trade, which is competitive with respect to the

trade interests of other cities. The result is, that the commercial

prosperity of cities is now, much more than formerly, determined by the

power of capital and enterprise, and less by geographical position or

natural advantages of transportation. This is an exceedingly interesting

subject. It cannot, however, be pursued further in this connection.

A knowledge of the general tendency of the system of direct trans-

portation can best be developed by means of a careful and systematic
collection of commercial statistics at the various centers of trade, and of

the statistics of through and local traffic upon the principal transporta-
tion lines of the country. Only by such means can the general tendency
of the present modes of commerce be satisfactorily determined.

The practical results of the facilities afforded for direct shipments
over connecting roads may be further illustrated by reference to one or

two of the more important features and incidents of the railroad system
of the present day.

10 COM
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THE TRAFFIC INTERESTS OF RAILROADS NOT ALWAYS IDENTIFIED
WITH THE TRADE INTERESTS OF THEIR TERMINAL CITIES.

The railroad managers of the country generally exercise the full

extent of their power toward securing for every class of traffic the longest

possible haul over their respective roads, and toward securing the largest

possible amount of traffic to the markets of their terminal cities. This

power, in so far as relates to " local" traffic, is generally ample, and in

some cases almost arbitrary ; yet, with respect to what is known as " com-

petitive
"

traffic, railroad managers are obliged to provide such facilities

as may be required for the direct carriage of commodities to the markets

of other cities, and even to the markets of cities at rivalry with the city

upon the commercial interests of which their traffic interests mainly

depend.
The traffic interests of the railroads would in no respect conflict with

the trade interests of their terminal cities if direct connections had not

been formed with other roads passing through and extendingbeyond such

cities. But the facilities for direct shipments on through bills of lading
cause every railroad company to accept and diligently to seek traffic

passing directly to points beyond the terminus of its road. This is inevi-

table, as other elements than those of transportation now exercise a

controlling influence in determining the route and the direction of traffic.

Commercial cities are thus subjected to certain apparent disadvantages
with respect to what are regarded as their own transportation lines, but,

on the other hand, the sphere of the competitive trade of such cities is

thereby largely extended.

Experience has clearly proved to railroad managers the impractica-

bility, beyond certain limits, of attempts to turn trade out of its natural

course in order to promote the interests of the terminal cities of their

roads, or in order to secure a longer haul for such traffic than the inter-

ests of trade will justify. The merchant must also be free both to receive

and to ship goods over roads other than the one which affords him the

largest facilities of transportation, or which chiefly subserves the com-

mercial interests of the city in which his place of business is located.

The foregoing statements will be more clearly appreciated in the light

of the following practical illustrations :

(a) The interests of the railroads radiating from the city of Chicago
into the Northwestern States are closely identified with the trade inter-

ests of that city, and, in so far as may be possible, their through and

local freight tariffs are framed in such manner as to subserve the trade

interests of that city, since the interests of the roads and of the city are

closely identified. But the possibility of the diversion of through traffic

over other transportation lines passing north or south of Chicago causes

the Chicago roads to provide all reasonable facilities for the accommo-

dation of traffic passing through that city although paying no appreciable

tribute to its commercial interests.
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(b) The merchants doing business at the Missouri River points (Kansas

City, Leavenworth, Atchison, and Saint Joseph), and at other important
interior trade centers in the State of Kansas, as well as in Colorado, carry

on trade not only with Saint Louis and Chicago over roads closely identi-

fied with the interests of the latter cities, respectively, but also to a very

great extent with points in the Atlantic seaboard States , especially New
York, and with manufactories throughout the country. They may also,

if they can command the requisite capital, trade directly with cities

in Europe. Traffic of this kind passes through Chicago and Saint

Louis without paying any direct tribute to the commercial interests of

either of those cities, and the railroads connecting the a Missouri Eiver

points
" with those cities, respectively, are compelled to provide reason-

able facilities for the accommodation of this through trade, which is com-

petitive with respect to the commercial interests of both Chicago and

Saint Louis, although the traffic interests of the several roads, as before

stated, are closely identified with the trade interests of those cities.

These facts may serve to illustrate more clearly the statement made at

the beginning, viz : that there are certain incompatibilities which forbid

that the interests of the transporter and the merchant should be very

closely allied, since it is to the interest of every important railroad com-

pany to secure traffic to and from other cities than the ones with which

its interests are most closely identified, traffic which inmany cases may
be highly competitive with respect to the commercial interests of that city.

Through the facilities afforded for direct transportation over connect-

ing lines, the evident possibilities of the railroad system have been util-

ized toward securing the freedom of commercial intercourse in obedience

to the natural demands of trade.

Under the exceedingly complicated and widely extended system of

direct shipments over two or more roads, one object of every railroad

manager is to secure traffic; another, to secure for it the longest possible

haul ; another, to convey traffic to the markets of the commercial towns upon
the prosperity of which that of the road mainly depends; and another,
to secure for the carriage of it the best paying rate attainable under all the

conditions governing competition between rival markets and betiveen rival

transportation lines.

These considerations impose upon railroad managers a very large and
difficult exercise of practical judgment. It is not at all strange, there-

fore, that in the exercise of their discretionary powers in determining

questions which arise in the management of freight traffic, these persons
should differ widely, not only with respect to questions of general policy,
but also in the conduct of matters of detail

5
nor is it strange that

bitter conflicts should have ensued in the management of competitive
traffic.

The freight traffic of railroads may, with respect to the tribute paid by
it to the commercial interests of each city, be classified as follows :

First. Commodities which pass directly through a city on through
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freight-line cars, and which conduce no more to its trade interests than

to those of the railroad stations through which it passes without

stopping.
Second. Commodities which are transferred from the cars of one com-

pany to those of another, the only contribution to the interests of the

city at which the transfer is made being that connected with the expenses
incident to such transfer.

Third. Commodities shipped through a city on through bills of lading,

but placed in warehouse for future delivery, and involving the expenses
of storage and of transfer from the vehicles of one company to those of

another.

Fourth. Commodities consigned to the care of an agent charged with

the duty of forwarding to a consignee at a more remote point, and in-

volving the expense of transfer, storage, and commissions.

Fifth. Commodities purchased by the merchants of a city and thence

distributed in the course of trade, such commodities contributing to the

commercial interests of the city the charges for transfer and storage,

and the profits arising from trade.

These conditions surrounding the management of railroad traffic, and

growing out of the exigencies of trade, not only influence but to a great

degree determine the line of policy which shall be pursued by railroad

managers in the conduct of their competitive freight traffic.

The foregoing statements appear to demonstrate the fact that there

are certain incompatibilities which forbid that the interests of the trans-

porter and of the merchant should be very closely joined together.

The subject of direct trade is further treated of in the chapters of this

report relating to the commerce of Chicago, of Saint Louis, of the Mis-

souri River points, and of points in the States of Iowa, Minnesota, and
Nebraska.

THROUGH BILLS OF LADING.

The usefulness in commerce of through bills of lading has been greatly

enlarged and extended by means of the arrangements entered into be-

tween connecting railroads for the conduct of direct trade. The effi-

ciency of through bills of lading as an agency of commercial finance is, in

fact, mainly the outgrowth of such combinations.

Negotiable bills of lading, drawn on commodities shipped to distant

points, now constitute one of the most effective instrumentalities toward

the expansion of the direct trade between remote points in the United

States, and between interior points in the United States and points in

Europe. The rightful holder of such instruments has, through the cus-

toms of trade, acquired the right of possession of the property which

they represent, a right which has been generally recognized by the State

courts.

Bills of lading furnish a safe and desirable basis of bank credits, and

in this way they have become an important instrumentality in the

finance of commerce, supplying an extensive medium of exchange in
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commercial operations. The shipper is able to negotiate his bills of ex-

change drawn upon a bill of lading, and immediately re-invest his active

capital in other purchases, the commercial credit being carried by the

banker, while the merchant confines his attention to the opportunities

presented to him in the ever-changing conditions of trade. By this

means banking has become a close ally of commerce on extended lines,

and the amount of business which can be transacted upon a given cap-

ital has been greatly increased. Through the agency of negotiable bills

of lading, the amount of currency required to do a given amount of busi-

ness has been greatly reduced.

In compliance with what is believed to have been a very general de-

mand of the trade interests of the country, a bill was introduced at the

third session of the Forty-fifth Congress, entitled "An act to facilitate

the negotiation of bills of lading and other commercial instruments, and
to punish frauds." A copy of this bill may be found on page 196 of the

appendix.
It is believed that the enactment by Congress of a law of this char-

acter would, by nationalizing bills of lading, greatly add to their com-

mercial value, especially in commerce with foreign nations.

2. COMPETITION.

In the first report of this Bureau in regard to internal commerce the

subject of competition between rival transportation lines and between

rival markets was presented somewhat at length. It is proposed in the

present connection to continue the consideration of the subject with

special reference to those competitive influences of transport and of

trade which have had their origin in, and derive their chief stimulus

from the facilities provided by the managers of railroad companies for the

direct transportation of goods over connecting lines, without the neces-

sity on the part of the shipper of any supervision over his goods from

the point of shipment to the point of delivery. This may, perhaps, be

more clearly presented by adverting to certain stages in the progress of

railroad transportation in the United States, in so far as the subject

relates to the public interests.

So long as railroad managers confined their operations to traffic

originating at or destined to the termini of their respective roads, or in-

termediate points 011 the line of their roads, there was little competition
between different lines. The feature of the railroad system which then

appeared to be most inimical to the public interests consisted in the

fact that each road was, within the limits of its operations, practically a

monopoly, inasmuch as transportation charges were not subject to any
direct regulating competitive influences.

The next phase of the railroad system which especially engaged the

public attention was the construction of competing roads between com-

mon terminal points. It was soon seen, however, that in cases of this

kind the managers of the different lines were generally able to enter
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into agreements as to the rates which should prevail on the competing
roads. But in the course of time the railroad system assumed a much
more complex character, the regulation or the suppression of competi-
tion through combinations becoming not only difficult but in many cases

impossible. This was a direct result of the extension of the railroad

system into all parts of the country.

By virtue of agreements entered into between the managers of con-

necting roads for the conduct of through traffic, rival lines were formed
between many of the important trade centers of the country. This in-

volved constantly increasing difficulties. Many cases presented them-

selves in which a road under a single management constituted a connect-

ing link in several lines between distant points, the through traffic

interests of which lines were in certain cases independent of each other,
and in other cases antagonistic. Many complications arose touching the

relations of railroads to each other.

Finally, the general conduct of the competitive railroad traffic of the

country became so environed with difficulties, which railroad managers
were unable to adjust, that for several years a chronic war of rates pre-

vailed between the principal trunk lines and also between their western

connections.

Through-freight charges were frequently, and during protracted peri-

ods, reduced below the actual cost of transportation. This condition of

affairs was of course highly injurious, both to transportation, and to the

commercial interests of the country, inasmuch as " war rates " are

always violently fluctuating rates, and therefore highly detrimental to

the interests of trade. This condition of affairs, in so far as it relates

only to the interests of the railroads, may perhaps be better explained

by means of a hypothetical case. Suppose two cities one thousand

miles apart, A at the seaboard and B in the interior, and connected by
four independent railroad lines, each line consisting of three or four

connecting roads, and each road operated by an independent company.
It is entirely practicable for the companies operating the roads form-

ing each one of these lines to enter into an agreement as to connect-

ing their tracks and as to the cheap and speedy transfer of freight

from the cars of one company to those of another
; or, if the through

traffic be large, for setting apart a sufficient number of cars to be

employed in the carriage of freights between the two terminal points.

It is also quite practicable for the companies to enter into such

arrangements as may be necessary, in order that either of the ter-

minal roads may issue through bills of lading and collect the through-

freight charges. But the establishment of through rates and the

maintenance of such rates, as between the four independent lines

connecting the supposed cities A and B, is found in practice to be a

matter of great difficulty. This may be readily explained. An agreement

may, on a given day, be entered into between the managers of all the

roads composing the four lines as to the common rate which shall prevail
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between the terminal points ;
but it is found that shippers will prefer to

send their goods over the line or lines by which goods are carried at the

least risk and with the greatest dispatch, or which afford the best facili-

ties at either terminus, for the receipt and delivery of freight. This

almost inevitably leads to an unequal division of traffic among the com-

peting lines. The assiduity and skill with which the freight agents of

the several roads and lines solicit through traffic has also much to do

in determining the relative amount of freight which shall be secured by
each of the lines. The inevitable result in these cases is that one or

more of the lines eventually secures a larger proportion of the traffic

than the others. In such case one or more of the roads in deficiency

offer to shippers an abatement from their proportion of the established

rate through some one of the many methods which have been devised

for "cutting the agreed rates." Such breaches of faith generally result

in a " war of rates." In these struggles each one of the competitors inev-

itably suffers greater loss from the decline of rates than it can possibly

gain from any increase of traffic in the competitive warfare. During
these railroad wars, the rate-making is remitted to a great number of

soliciting agents of the different roads. E vidently a contest of this sort

between agents not charged with any responsibility as to results is not

legitimate competition but simply demoralization. A new agreement
as to the maintenance of rates may be entered into, but only to run

through the same course of bad faith to the inevitable railroad war. The

only practicable expedient which has as yet suggested itself to the

mind of railroad managers for the prevention of these ruinous wars of

rates, is that of first entering into an agreement as to the share of the com-

petitive traffic or of the receipts from such traffic, which shall be allotted

to each road. This is the method commonly known as "pooling." So

extensively has it been adopted, that it now constitutes one of the most

important features of railroad tr ansportation in this country. In prac-
tice it is found that the line of policy which shall be pursued by the

managers of a great trunk railroad with respect to any particular kind of

traffic, involves the consideration of the various sources of traffic, the

relative magnitude of the local and other traffic of the road, the finan-

cial status of the company, the competition of water lines, the markets
which are promotive of, or antagonistic to the traffic interests of their

roads, and the.relations which their road sustains to all connecting and

competing roads. Considerations of this character touch the higher

range of administration in the management of railroad interests.

An exhaustive treatise upon the various competitive influences which
affect the railroads of this country would involve the consideration of an
almost innumerable number of circumstances surrounding and affecting

particular lines. It would also involve the necessity of entering very
far into matters of detail, as in questions of this character circumstances

govern cases.

The wonderful extension of the railroad system of th e United States
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and the establishment of facilities for direct traffic over connecting
roads, have created many elements of competition which railroad man-

agers are as yet unable to control, even through the expedient of pool-

ing.

CERTAIN CIRCUMSTANCES WHICH TEND TO REGULATE FREIGHT
CHARGES AND TO INFLUENCE THE COURSE OF TRADE.

The cases already adduced, in which attention was called only to the

direct competition existing between rival railroads, afford but a very
restricted view of the competitive influences affecting rates.

Besides the direct competition between rival roads, as to the traffic

between what are generally known as " common" or "
competitive points,"

there is a widely extended competition between all transportation lines,
which is not susceptible of adjustment or of regulation through any
compact which may be entered into between companies or individuals

engaged in the work of transportation. This competition is exerted

through the channels of trade.

Prior to the construction of railroads in this country, the few interior

water lines did not compete with each other to any appreciable extent,
and there was but little competition between cities

5
but when the rail-

road system of the country had become widely extended, and all the

principal markets and centers of trade had been brought into close com-

munication, a choice not only of transportation routes but also of markets

was afforded to all the productive industries of the country. Then it

was discovered that with respect to the transportation of certain com-

modities the rates which might prevail upon any particular line must
be established not only with reference to the competition of other roads

struggling with it for the traffic between "common points," but also

with reference to the prevailing rates charged on railroads, perhaps
hundreds of miles removed from its line, and tributary to rival mar-

kets.

The nature and extent of this competition, exerted through the mar-

kets of the country, may be explained by means of one or two prac-

tical illustrations :

(a) The rates which prevail for the carriage of the class of railroad

freights commonly denominated special are determined mainly by the

following circumstances : This class of freight consists chiefly of sugar,

molasses, coffee, crockery, and other commodities entering into the daily

use of every household
;
commodities offered for sale in every town and

city. The rates which can be charged for the transportation of such

commodities between any two points are not determined solely at the

discretion of the managers of the railroad which connects such points,
but by the rates which prevail on many other lines, and by the prices of

such commodities at widely separated centres of trade. Twenty years

ago sugar and molasses were largely imported at New Orleans, from

which port they were shipped by river to Saint Louis, Louisville, Gin-
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cinnati, aiid other river towns, aud thence distributed in the course of

trade throughout the Western and Northwestern States. But the mer-

chants of Chicago desired to compete for this trade through the Atlantic

seaports with the merchants of the Mississippi and Ohio Eiver towns,
and accordingly the trunk lines connecting the Atlantic seaports with

Chicago made a special rate for the transportation of this class of goods,
which was very much below the current rate for goods of equal value

in proportion to weight.
Coffee was also placed in the same class, as in the course of time were

many other commodities, the charges for transporting which were, from

the circumstances mentioned, determined by the competition of remote

trade and transportation forces not susceptible of any sort of control.

This gave rise to the class of freights known as "
special."

Special rates were afterwards extended to the transportation of the

same commodities between the Atlantic seaports and Cincinnati, Louis-

ville, Saint Louis, and other interior towns and cities. Thus the possi-

ble competition of the Mississippi Eiver route, via New Orleans, as well

as of the water line formed by the Hudson Eiver, the Erie Canal, and

the Great Lakes, regulates certain rates which may be charged on

the railroads connecting the Atlantic seaports with the interior, and the

prices which may be charged by all merchants who deal in the class of

goods above-mentioned.*

(b) A remarkable change has taken place in the course of trade with re-

spect to the supplying of general merchandise to the States situated south

of the Ohio Eiver, and south of the State of Missouri, as the result of

the practice established by the East and West trunk lines of grading
their rates between the Atlantic seaports and the cities of Saint Louis,

Louisville, and Cincinnati, in such a manner as to meet the competition
of New Orleans and the Mississippi Eiver route. These cities have thus

become important commercial centres for supplying general merchandise

throughout the States of Kentucky, Tennessee, Arkansas, the Northern

and Western sections of the State of Georgia, and the Gulf States.

This traffic is also inducing a rapidly growing reciprocal trade in the

shipment of the surplus agricultural products of these States chiefly

cotton to and by the way of Saint Louis, Louisville, and Cincinnati.

(c) Another illustration may be adduced for the purpose of demon-

strating the fact here under consideration, that the rates which can be

charged by a transportation line for the carriage of a large proportion
of its traffic are limited by the competition of transportation lines tribu-

tary to cities at rivalry with the one with which its traffic interests are

especially identified. There are from thirty to forty different lines and
combinations of lines, over which grain is transported from the West to

the Atlantic seaboard, some of which are all-rail lines, and others rail and
lake lines. There is also the water line composed of the great lakes and

*The commodities known as ' '

special
"
have, within the last two years, been included

in ''fourth-class freights."
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the Erie canal. In the transportation of grain from the Western and
Northwestern States, via Atlantic seaports to Europe, there exists the

competition of the various routes by rail to Saint Louis and other west-

ern river towns, and thence by river to the port of New Orleans. Again,
at the- extreme North there is the competition of the Canadian rail and
water lines via Montreal. Besides this, there is at all times an active

competition between steamer lines and sailing-vessels for the transpor-

tation of grain from New Orleans, from the Atlantic seaports of the

United States, and from Montreal to Europe. There also exists in Great

Britain, our chief foreign grain market, the competition of the grain
which that country imports from Russia, Turkey, Austria, Egypt, Spain,

Portugal, Morocco, Chili, and Australia.

The freight rates which prevail for the transportation of grain over all

the interior lines in the United States and on the ocean between ports

of the United States and Great Britain are, of course, to a considerable

extent, controlled by the competition of the rates obtainable for the

transportation of grain from all the other countries mentioned to Great

Britain.

The prices of grain which prevail from time to time in the grain mar-

kets of this and of foreign countries, also exercise indirectly a very

strong regulating influence over the rates which can be obtained for the

transportation of grain both on interior and on ocean lines.

The foregoing illustrations are believed to be sufficient in order to

show that the competition which is exerted through the markets between

transportation lines on the land and on the sea is constant, far-reaching,

and uncontrollable, regulating not only the rates which may be charged
on interior lines for the transportation of products of the West to points

on the Atlantic and-Gulf coasts, but also regulating the rates which may
be charged on the ocean for the transportation of such products from

ports of the United States to ports in foreign countries.

The present instrumentalities of commerce, embracing the facilities

afforded for direct trade over connecting lines, telegraphic communica-

tion, and the quick and general diffusion of the market news through
the public press, have all exerted a potent influence in bringing about

the close competition of product with product in the markets of the

world, the constant tendency being towards a parity of values and

towards the equalization of freight charges.

THE INFLUENCE OF THE COMPETITION OF RIVAL COMMERCIAL CITIES

TOWARDS REGULATING FREIGHT CHARGES AND DETERMINING THE
COURSE OF TRADE.

Besides the competition between widely-separated lines of transporta-

tion which is exerted through the various centers of trade, every com-,

mercial city exerts a direct influence towards regulating the freight

charges on interior lines, and towards determining the course of traffic

with respect to those lines. This influence proceeds from various cir-
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cumstances and conditions affecting the commercial status of each city?

viz, its geographical position, its tributary lines of internal transporta-

tion, the magnitude and facilities afforded for the storage and economical

transfer of freight, the cheapness and available supply of coal, iron,

lumber, provisions, and of other commodities necessary to meet the daily

wants of its people, and the requirements of its industries and its com-

merce, the amount of its capital available for the conduct of trade, the

enterprise, tact, and persistency of its merchants, and the combined

force and energy which they are able to bring to bear through associated

efforts.

In many ways the citizens of commercial cities may also, through the

power of public sentiment, influence the conduct of transportation af-

fairs in so far as to prevent discriminations in rates and other abuses in

the general conduct of freight traffic. They may also in this manner

secure facilities and effect reforms necessary for the protection or ad-

vancement of their trade interests.

The facilities afforded for direct trade over connecting lines of trans-

port, both upon the land and upon the sea, have tended greatly to extend

the range of the direct operations of the merchants of commercial cities

and to make each commercial city the competitor, either directly or

indirectly, of almost every other commercial city.

The interests of commercial cities are in many ways correlative, and

mutually helpful of each other, while in many ways they are constantly
at rivalry. This competition is, however, the inspiration of enterprise

and the life of trade.

In the struggle for a high place or for supremacy each commercial

city stands alone from the very exigencies of its geographical position,

its transportation lines, and its general interests. Every avenue of

transportation upon the land and upon the sea is its servant, and the

field of its commercial activity is the world.

CONCLUDING REMARKS IN REGARD TO COMPETITION.

The foregoing statements in regard to some of the elements of com-

petition which tend to regulate freight charges, and to control the

course both of the internal and foreign commerce of the country, have

been presented with the special view of throwing additional light upon
the important commercial movements hereinbefore described. It ap-

pears from the facts stated, that the discretionary power which the man-

agers of railroads are able to exercise in the adjustment of freight tariffs,

and which they are able to -bring to bear towards influencing the course

of trade, is subject to certain very important qualifying and limiting

conditions, proceeding from competition exerted through the markets,
and from the direct influence which merchants and other citizens are

able to bring to bear towards regulating freight charges and the gen-
eral course of trade. The general result has been that rates have

steadily declined. This is especially the case with respect to the rates
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for the transportation of grain, flour, provisions, and all the other neces-

saries of life.

The following table shows the average annual freight charges per ton

per mile on several of the most important trunk lines of the country,
from the year 1868 to the year 1878 inclusive.

Statement showing the average annual freight-charges per ton per mile on several transporta-
tion-lines engaged in commerce between the Western States and the Atlantic seaboard from
1868 to 1878, inclusive.

Line.
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per bushel. During the present season of 1879, grain has been shipped
from Chicago to Liverpool for 17 cents a bushel, a rate but little greater
than that which prevailed for the transportation of grain from Buffalo

to New York by canal and Hudson River only ten years ago.

3. POOLING OR APPORTIONMENT SCHEMES AND THEIR
INFLUENCE UPON COMPETITION IN TRANSPORTATION
AND IN TRADE.

The use of the term "
pool" as a designation of the agreements entered

into between railroad companies for the apportionment of traffic, or the

receipts from traffic, is of recent application. The term has usually been

applied to a game of chance, in which all the players contribute towards

making up the stake or pool, and the winner in the game gets the whole,
whereas what is now known as a railroad "

pool
"
is simply an agreement

entered into between companies for the apportionment or division of the

traffic between roads engaged in competitive traffic. By this arrange-
ment they take no chance, but seek to escape the chances that, under
unrestrained competition, they may be able to secure less than what they
deem to be their equitable share of traffic, and reduce to a certainty the

share of the traffic which they shall secure. The main object, however,
is to avoid the great losses inevitably resulting from wars of rates. In
its application to the apportionment or division of railroad traffic, the

meaning of the word "
pool

"
appears to be, in a double sense, the re-

verse of its ordinary significance in its application to games of chance.

Pooling or apportionment schemes now constitute the most conspicu-

ous, and perhaps the most important, feature of our railroad system.

They embrace the principal part of the competitive railroad traffic be-

tween the Missouri River at the West and the Atlantic seaboard at the

East, and between the great lakes at the North and the Gulf at the South.

The history of their growth in this country indicates that they have

generally been entered into reluctantly, and as a result of a practical
demonstration of the fact that in a war of rates each contestant must

lose, through the inevitable decline in rates, much more than can be

gained by any possible acquisition of traffic in a contest.

In the struggles which have taken place between railroad companies
for what is deemed to be their share of "through" or "

competitive traf-

fic," it has been found that each competitor possesses a capacity to

injure its rivals far beyond its ability to secure profits for itself. In
the course of the great competitive struggle for traffic between the West
and the seaboard, agreement after agreement was entered into, only to

be broken, through one or more of the many devices resorted to for u cut-

ting rates," and a war ofrates generally followed. These contracts always
entailed severe losses upon the companies engaging in them. At last

there arose a general demand among the companies for the establishment
of some line of policy, or for the exercise of some governmental power,
adequate to the task of preventing such disasters. Certain gentlemen
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of high abilities, who had brought to the consideration of the subject
the advantage of a large experience in railroad affairs, recommended
that the railroad companies should call upon the national government
to establish some sort of supervisory authority, for the purpose of de-

ciding upon matters connected with competitive inter-State traffic, and

having the power of compelling the various lines to comply with the

terms of the agreements which they might enter into with each other as

to rates and the division of the traffic. But no concerted effort has ever

been made towards the consummation of this scheme.

In entering into an apportionment arrangement, each company sur-

renders the right to the uncontrolled management of its own affairs with

respect to the traffic divided, and this sacrifice is made by the respective

companies with the single object of protecting themselves against them-

selves.

The settlement of difficulties through apportionment is always a deli-

cate matter. This results from various causes. Every great railroad com-

pany, with widespread and diverse interests, must adopt a line of policy

dictated, not by the interests of any particular part of its traffic, but by
the object of promoting the general interests of the whole enterprise. In

the pursuit of such a policy, it is sometimes advisable for a company to

sacrifice a part of its traffic for the sake of subserving other interests of

more importance ;
for railroad companies, like individuals, find in their

competitive struggles that sacrifices must oftentimes be made for the

sake of securing advantages, upon the turn of which the success or fail-

ure of the whole enterprise may depend. It is not strange, therefore,

that in special cases railroad managers should have entertained diverse

views as to the advisability of entering into pooling arrangements.

Agreements as to the share of the traffic which shall be apportioned

to each road are not based upon the relative cost of constructing the

different roads proposing to enter into the arrangement, nor upon the

actual cost of transportation on each road, nor upon the relation of the

receipts to the expenses of each road, nor upon the financial status of

the several companies. The only circumstance which has any apprecia-

ble weight in the determination of that question is simply the relative

ability of the several roads to secure traffic.

Agreements as to the pooling or apportionment of traffic are therefore

based upon the relative amount of traffic which each company may have

been able to secure, during a period of warfare, and upon a careful esti-

mate of the present ability of the several companies to secure traffic.

Apportionment schemes are always liable to disruption as the result of

changes materially affecting the relation of the several constituent lines

to each other. Such changes are constantly taking place in the circum-

stances surrounding the various companies, as the result of the develop-

ment of local or through traffic, the construction of new roads, the

formation of new combinations and agreements, and many other circum-

stances affecting their internal conditions or external relations. This is
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strikingly illustrated in the case of the apportionment of traffic which

has existed between the railroads connecting Saint Louis and Chicago,

respectively, with the Missouri River points. The present arrange-

ment between these roads differs widely from the arrangement entered

into only two years ago, supposed at the time to have been a permanent
settlement of the difficulties then existing.

Generally, the traffic divided bears a different relation to the magnitude
of the total traffic of each member of the association. It may constitute

the principal part of the traffic of one road and only an insignificant part
of the traffic of another road. In any contest the latter road will have

the greater power of resistance, from the mere fact that it can better

afford to endure its smaller proportional loss of revenue inevitably

resulting from a war of rates.

The pooling arrangements which have been entered into between rail-

road companies in this country differ from each other in several important

particulars. In certain cases the division or apportionment of traffic is

based upon the tonnage moved, constituting what is known as a physi-
cal pool, and in other cases the receipts from traffic are divided, consti-

tuting what is known as a money pool.

A second important distinction relates to the means by which the

agreement as to a division or apportionment of traffic is carried into

effect. Two methods have been adopted for that purpose in this

country. First, through an organization of some sort instituted by the

railroad companies themselves, the duties of the officers of such organ-
ization being to keep a record of the amount of traffic actually carried

by each road, and to give such information or direction as will cause the

roads in excess to make restitution to roads in deficiency. Under this

method of pooling there is no discrimination necessarily involved with

respect to shippers.

A second method of pooling is effected through the agency of so-

called "eveners." Under this method the railroads first agree as to the

share of the competitive traffic which each shall be allowed to have,
and an agreement is then made with one or more of the principal ship-

pers that they shall so direct their shipments that each road shall re-

ceive the proportion of the competitive traffic agreed upon. For this

service the "eveners" so called from the fact that they keep the divis-

ion of traffic between the several roads even with, or equal to, the several

shares agreed upon are allowed certain compensation upon their own
and all other shipments. This concession gives them marked advan-

tages over all other shippers, and the method is therefore regarded as

being highly inimical to the general interests of trade.

This appears to be an intensified form of the evils of special rates,
which grew up during the period of unrestrained warfare between rail-

roads resulting from the remission of the rate-making power to a multi-

tude of irresponsible freight agents. Certain railroad managers of

large experience and great ability have declared that this method of
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apportionment is against sound principles of railroad management ;
it

having generally been found that the "eveners" in time acquire the

power to dictate terms to the railroad companies, and in some cases to

acquire an improper influence over railroad managers.
The pooling arrangements thus far referred to, relate only to the con-

trol of the traffic of railroads, without any direct attempt to interfere

with production. In one important instance, however, that of the An-
thracite Coal Combination of Pennsylvania, the attempt has been made
to control both production and transportation. The operations of this

combination are more fully described hereafter. This organization is,

however, not now in existence, it having been disrupted on the 1st of

January, 1879.

The results of almost all the pooling arrangements, in so far as relates

to the interests of the railroad companies, have been beneficial the

advantages realized from the maintenance of rates, and the avoidance

of destructive railroad wars having been far greater than the real or

supposed losses which any of the companies suffered in consequence of

accepting, under the terms of the agreements, what may have been

regarded by them as less than their proper share of the competitive
traffic.

The apparently simple expedient of pooling or dividing traffic has,
within the last four or five years, developed into elaborate centralized

organizations, having the determination of railroad classifications, the

raising and lowering of competitive rates, the determination of rates to

and from points in the United States and in foreign countries, and of

many other important questions involving the relations of the railroads

to each other, and tothe commercial and industrial interests of cities and

States.

These organizations embrace within themselves the fundamental prin-

ciples of representative government. The legislative functions are ex-

ercised through central committees, composed of representatives of the

several railroads. The executive functions are performed by an officer,

usually styled commissioner, and the judicial functions by a board of

arbitrators, selected with special reference to their qualifications as to

character, intelligence, and special knowledge of railroad affairs.

These associations are entered into voluntarily, and are held together

merely by a common interest in preventing the disastrous results of

railroad wars. The pooling or apportionment of freight traffic does not

constitute in every instance an essential feature of the administration of

these railroad governments. In certain cases it has been found entirely

practicable to divide the traffic between competing roads, the competi-

tors accepting the results actually reached without attempting to fore-

cast them from the beginning by apportionment.
In the discussions of the railroad problem, the importance of the

power of establishing classifications of freight appears not to have been

fully appreciated. It is not proposed to consider the subject here farther
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than to present the following illustration, showing the range in the rates

which prevail in the traffic between Chicago and New York:

Class.
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the interests of trade. The granting of special rates to favored shippers

proved, however, to be far more injurious to trade than violently fluctu-

ating rates or the maintenance of what might even have been regarded
as high rates. While this practice continued published rates aiforded

to merchants no information whatever as to the actual price which their

competitors in trade were paying for transportation services.

Discriminations in favor of through traffic as against local traffic also

constituted a most serious evil resulting from railroad wars, since the

great reduction in rates incidental to such contests applied only to

through traffic. Owing the same cause the most injurious discriminations

were made in favor of certain cities as against their competitors. The

glaring injustice of these discriminations produced wide-spread discon-

tent, and the result has been that loud and earnest protestations have

reached State legislatures and the national Congress.

During railroad wars, the general freight agents, or other executive

officers, upon whom properly devolves the matter of determining rates

invariably remit their authority to a multitude of soliciting agents and

local freight agents in all parts of the country, the only order promul-

gated for their guidance being to grant any rate for traffic ivliich may be

necessary in order to secure it. Although this method of procedure was

obviously in the face of good administration, of order and of economy,
it was found to be an inseparable concomitant of a war of rates.

During the struggles referred to succes waited upon intrigue and false

representations. The freight agents deceived the merchants, and the

merchants deceived the freight agents. For several years the railroad

transportation interests of the country ran at loose ends. The contest

being carried on independently of leadership and without method, lost

the name of competition and ended in demoralization.

It appears hardly necessary to observe that such a contest, involving

results in the highest degree detrimental to the interests of productive

industry, of commerce, and of transportation, had in it none of those

conservative elements of legitimate competition which attach to owner-

ship and to personal responsibility for results.

Experience both in this country and in several countries of Europe
seems to have clearly proved that, for the reasons already mentioned,

the great beneficent law of competition fails to secure a proper adjust-

ment of rates between rival railroads, or combinations of railroads,

struggling for a share of the traffic between common points. This ap-

pears to be a direct result of those peculiarities of the railroad as a high-

way of commerce which forbid that it should become, in the ordinary

sense, a free highway. The necessity of some sort of restraint upon a

competition which uniformly degenerates into demoralization has there-

fore forced itself upon the attention both of railroad managers and of

those who view the matter in the light of the public interests.

The evils which produced a general feeling of discontent and of animos-

ity against the railroads were not accidental or abnormal, but inherent
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in the system of independent railroad management. A radical remedy
was therefore needed.

Not vithstanding the objections to combinations for the pooling or

apportionment of traffic which naturally suggested themselves, the pub-
lic were prepared to welcome the establishment of those organizations

merely from the fact that they held out the promise of relief from

unjust discriminations and other intolerable abuses
;
and the fact that

certain of them have, to a very great extent, accomplished that object,

commends them to the degree of public favor which they now enjoy.

It is objected that the power acquired by the managers of the great
railroad confederations in regard to the raising and lowering of rates,

and determining the relative rates which shall prevail to and from

different centres of trade, give to those persons too large an influence

over the relative growth of cities, of States, and of sections, and this

objection has the greater force from the fact that the commissioner or

other executive officer is in certain cases clothed with almost autocratic

powers. This apprehension is, of course, prompted by an instinctive

aversion, on the part of the people of this country, to any undue re-

straint upon commerce or upon industrial enterprise, especially when
exerted through corporate power.
The advocates and managers of apportionment schemes, and some of

the best-informed and most influential railroad officers of the country,

urge, on the other hand, that the foregoing and other objections to the

division of traffic are simply the result of crudities incidental to the in-

cipient stage of a great practical method of adjusting the transportation

interest of the country; and they declare that they are desirous of

substituting a direct responsibility before the law for the somewhat

arbitrary powers which they now exercise through voluntary association.

It appears to be beyond doubt that these powers are too large and too

general in their application to be exercised independently of any govern-
mental restraint.

It has also been urged in favor of railroad confederations securing
the apportionment of traffic, that they present the inter-State traffic of

the country in such an aggregated form as to render railroad companies

directly amenable to the practical requirements of statutory provisions

touching violently fluctuating rates, unjust discriminations, and other

abuses, and that such direct responsibility cannot attach so long as each

road is operated independently of its competitors. If, upon careful in-

vestigation, it shall be found that this is likely to be one of their results,

the fact will commend them to public approval.

Apportionment schemes must, at the present time, be regarded as an

experimental phase of the railroad system in the progress of its develop-

ment towards a condition of affairs when the interests of the railroads

and of the public, with respect to the great question of transportation,
shall have been adjusted and secured under the administration of gen-
eral and equitable provisions of law.
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It may be that in the means which have been established by railroad

managers for securing the apportionment of traffic and the stability and

uniformity of rates with respect to shippers, is to be found the correct

principle of adjustment, and that the present objections to apportion-
ment apply only to particular methods or to the manner in which such

compacts are in certain cases administered.

Whether this be true or not must, in view of the rapid extension of ap-

portionment arrangements, be determined, before long, by results. It

is a question which can never be decided by reasoning a priori, but only

through patient and careful investigation.

Organizations for the apportionment of traffic have been so conducted

in Great Britain as to meet the public approbation, or at least in such

manner as to excite no apprehensions as to their operations being pre-

judicial to the public interests.

Under our mixed jurisdiction of State and national authority over in-

ternal commerce, the question as to what can or what ought to be

done in the direction of a legal recognition of apportionment schemes may
be regarded as one of the most important features of that great politico-

economic question,
" the railroad problem." This question is now com-

manding a deep and widespread interest. Public discussion will tend

to throw much light upon it, and it is believed that a satisfactory solu-

tion will be reached at last through judicious and well-considered legis-

lative action.

The most important pooling or apportionment schemes in operation

in the United States at the present time are the following :

First. The association controlling competitive railroad traffic between

the Western and Northwestern States and the Atlantic seaboard.

Second. The Southern Railway and Steamship Association.

Third. The Southwestern Eailway Association, or Chicago-Saint Louis

pool.

Fourth. The Chicago-Omaha pool.

Fifth. The pooling or apportionment arrangement between the Chi-

cago, Milwaukee and Saint Paul, the Chicago and Northwestern, and the

Chicago, Saint Paul and Minneapolis Eailroads.

Sixth. The cattle pool of Chicago, and of other Western centers of the

cattle trade.

Seventh. The petroleum or coal-oil pool.

Eighth. The anthracite coal combination or pool.

These several apportionment schemes will be described in the order

in which thev have been named.
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THE ASSOCIATION CONTROLLING COMPETITIVE TRAFFIC BETWEEN
THE WESTERN AND NORTHWESTERN STATES AND THE ATLANTIC

SEABOARD.

Under this association established by certain railroad companies for

their own government, the competitive freight traffic of the various lines

connecting the Western and Northwestern States with the Atlantic sea-

board is placed under the control of a central organization.

The powers of the organization, embracing all matters relating to

cornj}etitive traffic, have been developed during the last three years.

In view of the magnitude of the interests affected by this organization,

a brief allusion may be here had to the circumstances which led to its

establishment.

For several years prior to 1877, the city of New York enjoyed the

advantages of direct trade with the principal towns and cities through-

out the Western and Northwestern States, by means of the New York

Central and Hudson River Railroad, the Erie Railway, the Pennsyl-

vania Railroad, and the Baltimore and Ohio Railroad,* and the western

connections of those roads.

Between these railroads a bitter contest was for a long time waged
for the purpose of securing the largest possible share of the competitive

west-bound traffic of that city. The intensity of this struggle was mainly
due to the fact that about 60 per cent, of the freight cars which carry

full loads on their passage from the West to the seaboard return empty,
and that the city of New York supplies the principal part of the west-

bound traffic. Pending the contest, each one of the railroads interested,

as well as their western connections, practically remitted the rate-making

power to the individual judgment and adroitness of a multitude of

soliciting agents, the only general order in force for their guidance being
to make such rates as would enable them to secure an adequate share of

the traffic. Under this state of affairs, demoralization naturally ensued.

Rates fluctuated frequently and violently, and the most glaring and out-

rageous discriminations were *made in favor of special shippers. No mer-

chant, producer, or manufacturer knew what his competitors were pay-

ing for transportation services. Occasionally the general managers met
and entered nto agreements as to rates, but it was found utterly impos-
sible to maintain such agreements, merely upon faith in promises to

which none of the parties could be held for a day. This was quite as

detrimental to the commercial and industrial interests of the country as

to the transportation interests involved.

In order to protect themselves against the evils arising from their own
* The Baltimore and Ohio Railroad has for several years secured direct communica-

tion between the cities of Baltimore and New York, for through-freight-traffic over the
lines of the Philadelphia, Wilmington and Baltimore Railroad, and the Pennsylvania
Railroad. Whenever either of these lines has refused to make acceptable arrangements
with the Baltimore and Ohio Railroad Company, the latter has secured the New York
connection by means of steamer lines plying between New York City and Baltimore.
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excesses, the managers of the four trunk lines finally resorted to the

expedient of pooling, or dividing the traffic. They established a central

organization charged with the whole matter of adjusting the classifica-

tions of freights, of raising and lowering rates, and of attending to all

matters in detail necessary for carrying into effect the agreement as to

dividing the traffic. The arrangement was perfected in the month of

July, 1877, under the guidance of Mr. Albert Fink, who was appointed
the commissioner or chief executive officer.

An executive or central committee was also appointed, consisting, of a

representative of each one of the trunk lines, who were to conduct all mat-

ters relating to the joint west-bound traffic. Any question relating to

the joint business upon which the representatives of the four trunk lines

could not agree, was required to be submitted to the decision of the com-

missioner. This organization was established upon the same principle as

that which existed in the Southern States, and was fully described by Mr.

Albert Fink in a statement made to this office. See appendix to the first

Eeport on Internal Commerce, pp. 1 to 48, inclusive. The agreement
embraced only the west-bound traffic ofNew York City to all points west

of Suspension Bridge, Buffalo, Dunkirk, and Salamanca, N. Y., Erie and

Pittsburgh, Pa., and Wheeling and Parkersburgh, W. Va.

The traffic from New York under this agreement was apportioned

among the several roads in the following proportions: To the New York
Central and Hudson Eiver Eailroad, 33 per cent.

;
to the Erie Eailway,

33 per cent.
;
to the Pennsylvania Eailroad, 25 per cent. ; and to the

Baltimore and Ohio Eailroad, 9 per cent. This apportionment scheme

with certain changes as to the proportion of the traffic apportioned to

each road, still exists as a practically independent organization.

But this organization, designed to effect a division of the west-bound

traffic of New York City alone, has been merely the first step towards

the formation of a great confederated union of railroads under one

governmental control, and having a large centralized power over the

freight traffic of all the roads engaged in competitive east-bound traffic

in the States situated north of the Potomac and the Ohio Eivers and

east of the Mississippi Eiver, including also the competitive east-bound

traffic of the Louisville, Nashville and Great Southern Eailroad, extend-

ing to Montgomery, Ala., at the south, and to Memphis, Tenn., at the

west. The organization is known as the Joint Executive Committee. It

was formed December 15, 1878. This committee, in connection with the

eastern trunk line committee, now takes cognizance of all through com-

petitive freight and passenger traffic in both directions. Under these

two organizations, working in harmony with each other, all the roads

are, in so far as relates to tariffs, operated as one line.

The following is a list of the roads represented in the organization of the

joint executive committee: Atlantic and Great Western; Baltimore and

Ohio; Boston andAlbany; Cairo and Vincennes
;
Canada Southern

;
Cen.

tral Vermont; Chicago and Alton; Chicago, Burlington and Quincy; Cin-
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ciimati, Hamilton aiid Dayton; Cleveland, Columbus, Cincinnati and In-

dianapolis ; Detroit, Lansing and Northern
;
Evansville and Terre Haute

;

Bvansville, Terre Haute and Chicago ; Fitehburg Railroad of Massachu-

setts; Grand Trunk Railway ;
Great Western Railway ofCanada; Illinois

Midland; Indianapolis and Saint Louis; Indianapolis, Bloomingtou and

Western; Indianapolis, Cincinnati and Lafayette; Lake Shore and Michi-

gan Southern; Lafayette, Bloomiugton and Muncie; Louisville and Great

Southern; Louisville, Cincinnati and Lexington; Marietta and Cincin-

nati; Michigan Central; New York Central and Hudson River; New

York, Lake Erie and Western; Ohio and Mississippi; Philadelphia, Wil-

mington and Baltimore; Pennsylvania Company; Pennsylvania Rail-

road; Pittsburgh, Cincinnati and Saint Louis
; Peoria, Pekin and Jack-

sonville; Toledo, Peoria and Warsaw; Vandalia Line, and Wabash.

At the present time the authority of the joint executive committee ex-

tends to all traffic from points at the West to the western termini of the

several trunk lines, namely: Suspension Bridge, Buffalo, Dunkirk, Sal-

amanca, Erie, Pa., Pittsburgh, Wheeling, Parkersburg, W. Ya., and to

all points in the seaboard States east of those terminal points. The

representatives of the several railroads have, on different occasions in

convention, determined the scope and nature of the organization.

The objects of the association are to secure uniformity in the methods

of conducting the competitive business, to prevent railroad wars, and to

effect an equitable division of the traffic between its various members
whenever that may be necessary to the maintenance of rates. This divis-

ion or apportionment is effected by the method commonly known as
"
pooling." The association is constituted as follows : The Joint Executive

Committee embraces in its membership one officer of each of the roads

named in the foregoing list. This committee or legislative body exer-

cises a general directory power over all matters relating to east-bound

traffic. The chairman of the organization is also its chief executive

officer.

The functions of the Joint Executive Committee are, first, the determi-

nation of all matters relating to the classification of freights; second, the

adjustment of freight tariffs ; and, third, the determination of a great va-

riety of subjects, embracing questions touching the relations of the rail-

roads to each other, the relative rates which shall be charged to and from
the different centers of trade, the relative rates which shall prevail be-

tween interior points at the West and foreign ports via each one of the

four principal Atlantic sea-ports, and the relation of through rates on
direct shipments between interior points and foreign ports to the com-
bined ocean and rail rates, with the special object of preventing unjust
discrimination against the commercial interests of the Atlantic seaports.
It is claimed by the advocates of this organization that it is an instru-

mentality of great public good. In a recent address to the Joint Execu-
tive Committee Mr. Fink, the chairman, said :

"The companies composing this association have already, by their
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voluntary action, abolished the pernicious system of special contracts, and
all shippers are now put upon an equal footing. Eates for the last few

mouths have been everywhere (in the territory in which these roads are

located) maintained, and the great disparity between the local rates and

the competitive through rates, which has heretofore been so great a

source of trouble and complaint, has ceased to exist."

In his double capacity as chairman and as chief executive officer of

the joint executive committee, Mr. Fink is not limited to a casting vote

upon matters passed upon by that committee, but in case of disagree-

ment he may decide all matters of administration upon their merits-

The majority does not finally determine matters as against the minority,

appeal lying'to a board ot arbitration for final adjudication. The power
of the presiding officer to decide questions as against a majority presents

a somewhat novel governmental feature.

At each one of the competitive points at the West embraced in the

operations of the association, where agreements exist as to the division

of east-bound traffic, i. e., Chicago, Saint Louis, Indianapolis, Peoria?

Louisville, and Cincinnati, an agent of the association is stationed, who
attends to carrying out the agreements between the competing roads,

under the direction of the executive officer at New York.

The traffic from points other than those above named is not divided,

but the rates to and from such points, are maintained under the au-

thority of the organization. All questions of importance which arise

either between the railroad companies themselves, or as the subject of

complaint from the public, are passed upon by the joint executive com-

mittee. Subordinate executive committees take charge of the traffic

matters at each point at which an agency has been established.

A board of arbitration has also been established, the functions of

which are to pass upon all appeals from decisions of the Joint Executive

Committee, in case the determinations ofthe chairman are not acquiesced

in by all the members. The board of arbitration is also charged with the

duty of determining the division of traffic at all points where such division

is made.

The east-bound cattle traffic from the West to the Atlantic seaboard

is also apportioned from Chicago, Indianapolis, Saint Louis, and Cincin-

nati. A special agent or the agent already mentioned sees that the

division is made in accordance with the agreement the accounts being

kept in the general office of the chairman of the committee at New
York.

The west-bound traffic of the eastern trunk lines, viz, the New York

Central and Hudson Eiver Eailroad, the New York, Lake Erie and

Western Railway, the Pennsylvania Eailroad, and the Baltimore and

Ohio Eailroad, continues to be governed by an executive committee of

managers of those lines. Mr. Fink acts as commissioner under the

authority conferred upon him by this committee.

The three gentlemen who act as a board of arbitration in regard to



INTERNAL COMMERCE OF THE UNITED STATES. 169

east-bound traffic under the Joint Executive Committee, exercise a sim-

ilar function with respect to west-bound traffic in connection with the

eastern trunk line committee.

Complaints or requests from individual shippers, boards of trade, or

other persons or organizations representing individual or public inter-

ests, are from time to time submitted to the committee, and the argu-

ments of such parties are heard and considered by that body.

The west-bound traffic from Boston is divided and managed by
this committee, the Grand Trunk Railway of Canada, and its east-

ern connection, the Central Vermont Railroad, the Boston and Albany

Eailroad, and the Fitchburgh Railroads being represented in the appor-

tionment.

The New York, Lake Erie and Western and the Baltimore and Ohio

Railroads compete for the west-bound traffic of Boston, through coast-

wise steamer-lines connecting the eastern termini of those roads with

the city of Boston. The west-bound traffic of the New England States

at competitive points outside of Boston is also divided and is included

in the Boston division.

The apportioi ment is as follows:

To the New York Central and Hudson River Railroad 63 per cent.

To the Grand Trunk Railway 17 per cent.

To the New York, Lake Erie and Western Railroad . ... . . 8 per cent.

To the Pennsylvania Railroad 7 per cent.

To the Baltimore and Ohio Railroad 5 per cent.

From many other New England points a simple arrangement is made
as to the maintenance of rates.

The west-bound traffic of New York City is divided between the four

trunk lines in the following proportions :

To the New York Central and Hudson River Railroad 35 per cent.

To the New York, Lake Erie and Western Railroad 31 per cent.

To the Pennsylvania Railroad 25 per cent.

To the Baltimore and Ohio Railroad 8 per cent.

The west-bound traffic of Philadelphia is divided between the follow-

ing roads : To the New York Central andHudson River Railroad, work-

ing over the Reading Railroad, 7 per cent.
5
to the New York, Lake Erie

and Western Railroad, working over the Reading Railroad, 12 per cent.;

to the Pennsylvania Railroad, 71 per cent.; and to the Baltimore and
Ohio Railroad, over the Philadelphia, Wilmington and Baltimore Rail-

road, 10 per cent.

The west-bound traffic of Baltimore is effected through an agreement
between the officers of the Pennsylvania Railroad Company and the Bal-

timore and Ohio Railroad Company, the division being as follows : To
the Baltimore and Ohio Railroad Company, 70 per cent., and to the

Pennsylvania Railroad Company, 30 per cent. These roads are regarded
as the only competitors for the west-bound traffic at Baltimore,
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No apportionment is made of the west-bound traffic originating at

points between the Atlantic seaboard and the western termini of the
eastern trunk lines, but the rates on all such traffic are maintained under
the authority of the eastern Trunk Line Committee.
The business transactions by the Joint Executive Committee and of

the eastern Trunk Line Committee, are published in the proceedings of

the conventions of the representatives of the various roads. Publicity is

also given to the means and methods by and through which those ob-

jects are sought to be accomplished. The acts of the general commis-
sioner and the determinations of the board of arbitration are also

made public. This great organization challenges public scrutiny, and
those who represent it, seek for it public approval and legal recognition

upon the assumed ground that it presents, both in the interest of the pub-
lic and of the railroad companies, the best and most practicable solution

which has yet been devised for settling the difficulties presented by the

by the railroad problem.
At the meeting of the Joint Executive Committee held at Chicago on

the 18th of December, 1879, Mr. Fink, the chairman and executive officer,

made the following statement :

"The only bond, which holds this government (the Joint Executive

Committee) together is the intelligence and good faith of the parties com-

posing it. To give greater stability and permanency to the operations
of this committee, it would be desirable to make them legally binding
upon all parties by legislative action, provided it can be shown, as I be-

lieve it can, that its operations are beneficial to the public interests. I

consider that no other legislative action would be necessary in order to

remedy the evils which it has been attempted, unsuccessfully, to correct

by State legislation, and which may be attempted by Congressional leg-

islation, I fear, with like results."

THE SOUTHERN RAILWAY AND STEAMSHIP ASSOCIATION.

The Southern Eailway and Steamship Association was the first appor-
tionment scheme of any considerable magnitude and importance estab-

lished in this country.
The membership of this pooling arrangement consists of railroads in

the States of South Carolina, Georgia, Alabama, Virginia, North Caro-

lina, and Tennessee, and certain coastwise steamer lines connecting the

ports of Boston, New York, Philadelphia, and Baltimore with the follow-

ing Southern ports : West Point, Eichmond, Norfolk, and Portsmouth,

Va.; Wilmington, N. C.; Charleston and Port Eoyal, S. C.; and Savan-

nah, and Brunswick, Ga. At the several Southern seaboard ports men-

tioned, the coastwise steamer lines connect with the railroads of the

States above mentioned.

The business of the association embraces only traffic between the com-

peting points within its territorial limits at the South and the cities of

Boston, New York, Philadelphia, and Baltimore.
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The States of South Carolina and Georgia and about half of the State

of Alabama are embraced within its operations.

The traffic between the interior and the South Atlantic ports is also

apportioned. This applies almost exclusively to cotton designed for di-

rect exportation to foreign ports.

The principal part of the surplus products of this section of the

Southern States seeks, as primary markets, the four Northern ports

above mentioned, or is shipped direct to the markets of Europe.
At Boston, New York, Philadelphia, and Baltimore is purchased a

very large proportion of the general supply of-merchandise required

throughout this section. Shipments towards the north and towards

the south are made on through bills of lading covering both the steamer

and rail lines.

The business of the Southern Kailway and Steamship Association does

not embrace any part of the local traffic of the railroads which have

been mentioned, whether such local traffic be competitive with respect

to the traffic of the association or not
;
nor does it directly embrace

steamer traffic between Northern and Southern seaports ;
but the influ-

ence of the association is sufficient to regulate and maintain all these

local rates, and to prevent any combination in conflict with the rafes

determined through the operations of the organization.

The term local as here used embraces all traffic between the different

points in the Southern States, including shipments to the seaports. Ship-

ments of cotton destined to foreign countries are regarded as being com-

petitive and are apportioned.
The Southern Kailway and Steamship Association had its origin in dif-

ficulties similar to those which forced the railroads of other parts of the

country to enter into apportionment arrangements. The evils alluded to

were violently fluctuating rates and unjust discriminations in favor ol

special shippers, such discriminations being the result of remitting to

soliciting agents the power of granting special rates for the purpose ot

securing traffic. Under this condition of affairs, a few of the large ship-

pers secured such advantages over the smaller shippers as practically

to drive the latter out of business. This applied both to the shipment
of Southern produce to the Northern seaports and to foreign countries

and to the shipment of merchandise from Northern ports to competing
points at the South. This condition of affairs not only operated preju-

dicially to the interests of trade, by breaking down competition, but it

also operated detrimentally to the interests of the Southern railroads

and of the coastwise steamer lines, by virtually placing them under the

control of a few large shippers, whose interest it was, by secret opera-

tions, to keep the managers of the various lines in a continual struggle
with each other.

The first pooling arrangement was entered into in December, 1873,
between four roads connecting Atlanta, Ga., with the seaboard. This

organization was enlarged and improved in its methods of doing
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business at a convention held in December, 1874, and at an adjourned
meeting held in January, 1875. A clearing house was established for

the purpose of keeping an account of the traffic apportioned. In Sep-

tember, 1875, a convention of the managers of Southern railroads and

steamship lines was held, at which a paper was presented by Mr. Albert

Fink, embodying the principal features of an organization. Another

paper was presented by General Haupt. From these papers and the

results of the labors of a committee a plan of organization was deter-

mined upon.
Mr. Fink accepted the position of general commissioner for the period

of six months, for the purpose of inaugurating its practical workings.

Subsequently the affairs of the association have been managed by Mr.

Virgil Powers, as commissioner. At the present time it embraces 40

railroad companies and 29 coastwise steamer lines.

The association is carried on by means of a division of gross receipts
from traffic, constituting what is known as a " money pool." As now

organized, the association constitutes a government over its constituent

members, for the purpose of determining, first, all matters relating to

the classification of freight; second, all matters pertaining to the raising
and lowering of freight tariffs

j and, third, all matters in regard to the

relative rates charged at different points, and also many other questions

affecting the relations of the railroads to each other and to the commer-
cial interests of the various competitive points.

The legislative operations of the association are exercised through a

convention of the managers of the several railroad and steamship com-

panies constituting its membership, each member having a single vote.

The general commissioner acts as executive officer, enforces the rules

of the association, and supervises the clearing-house accounts. He also

acts as arbitrator where there is a disagreement, either as to a division

of traffic or as to rates, his decision being subject to an appeal to the

board of arbitration.

The rate committee consists of ten members, five representing the

more westerly railroads and five representing the railroads extending to

the several Southern seaports and the several coastwise steamer lines.

This committee is charged, under specific instructions of the association

in convention, with the duty of determining the rates which shall from

time to time prevail between competing points within the operations of

the association at the South and the four Northern Atlantic seaports,

and also with the duty of determining the rates on lines working with

the association, i.
e.,

lines connecting points in the pool territory with the

cities of Nashville, Louisville, Saint Louis, Chicago, Cincinnati, and

other Western and Northwestern centers of trade.

The rates on the lines working with the association are determined in

the following manner : To all the Southern seaports and to certain of the

interior competing points nearer the coast, the coastwise steamer lines

are allowed to make rates in connection with the great trunk-lines ex-
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tending from the centers of trade of the Western and Northwestern

States to Boston, New York, Philadelphia, and Baltimore, which rates

shall be less by fixed differences than the direct rail rates which may
prevail between such Southern seaports and the centers of trade of the

Western and Northwestern States. On the other hand, the rail rates

between the interior points embraced in the operations of the association

and the centers of trade of the Western and Northwestern States, and
of the States of Tennessee and Kentucky, are so graded as to favor

direct shipments on the interior rail lines rather than by the way of the

trunk-lines from the West to the Northern seaports, thence by steamer

to Southern ports, and thence by rail to the interior points above referred

to.

The rate committee also adjusts rates with respect to the trade from

the various points within the territorial limits of the association to and
from Nashville, Louisville, Cincinnati, Saint Louis, Chicago, and other

cities, and to and from the four Northern seaports. These are matters

requiring, in the detail of their management, a large amount of careful

and laborious work in the nature of adjustment.
Five general agents of the association are stationed at various points

at the North and at the South. It is proposed to increase this number
so as to have an agent at every important competing point, who shall

keep a record of the apportioned traffic independently of the returns

made by the railroad companies themselves. This has been deemed

necessary in order that all parties to the arrangement may be satisfied

that its affairs are honestly conducted.

A board of arbitration has recently been formed constituting the judi-

cial branch of the association. To this board are referred all appeals
from the acts of the commissioner and from the determinations of the

rate committee.

All bills of lading are issued in the name of the initial road or the

road receiving freight, and not by agents of the association as such.

In so far as relates to the railroads and steamer lines connected with

this association, the results of its operations appear to have been de-

cidedly beneficial, the actual freight receipts, in proportion to the ton-

nage carried, having increased. The institution seems to stand upon a

firmer foundation to-day than it did three years ago.

The rates which prevail with respect to the competitive traffic em-

braced in the operations of the Southern Railway and Steamship Asso-

ciation, are regulated by certain external competitive influences. If, for

example, the rates between Atlanta and New York are increased beyond
a certain limit, the trade of the former city would be driven to other com-

peting trade centers.

Again, sailing vessels compete with the steamer lines of this associa-

tion between the Northern and the Southern ports.

It is found that if the through rates ofthe association exceed by certain

limits, the rates of the sailing vessels between Northern and Southern
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ports, combined with the rail rates between such Southern ports and

the interior, the latter rates would neutralize, or destroy, the effect of

the through rate of the association. And, in like manner, sailing-vessel

rates might be made between the Northern ports and Gulf ports, which,
in connection with rail rates between such Gulf ports and points in the

territory of the association, would be less than the through rates between

the latter points and the Northern seaports.

Besides this may be mentioned the existence of the indirect regulating

influence of rates on the Mississippi River, in connection with the rates

over railroads extending from that river into the territory of the as-

sociation. Although it does not appear that any serious or general

complaint has been made against the Southern Eailway and Steamship

Association of maintaining exorbitant rates, yet it is apparent that it

exercises, independently of any direct external competitive influences,

a very large discretionary power over the rates which prevail to and

from all points within its territorial limits in the Southern States.

To the credit of the management of the association it may be said

that its acts have, from the beginning, had all desirable publicity. The

proceedings of its conventions, the acts of the commission, of the rate

committee, and of the board of arbitration, appear from time to time, in

printed circulars, which are distributed freely to all persons who may be

interested in the operations of the association.

THE SOUTHWESTERN RAILWAY ASSOCIATION.

The Southwestern Railway Association is presided over by Mr.

J. W. Midgley, of Chicago, 111. The object of the organization is to

effect an agreed division of the receipts from the traffic of the Missouri

River points, viz, Kansas City, Atchison, Leavenworth, and Saint

Joseph, between the railroads extending from those cities to Saint Louis,

Chicago, and Toledo, respectively. This is one of the most skillfully-

constructed apportionment schemes of the country, it being based upon

careful and intelligent consideration of the various trade and transporta-

tion interests involved.

The Southwestern Railway Association is a somewhat complex organ-

ization. It consists, first, of a tripartite pooling arrangement, in which

the Chicago roads, the Saint Louis roads, and the line of roads extend-

ing to Toledo, via Hannibal, constitute the membership, the division of

the total traffic being as follows :

To the Chicago roads,' 44 per cent.

To the Saint Louis roads, 44J per cent.

To the Wabash (Toledo) line, 11 per cent.

The division of the traffic receipts allotted under the foregoing appor-

tionment to the Chicago roads and to the Saint Louis roads is made be-

tween those roads, respectively, by means of subordinate apportionment

arrangements.
Besides attending to the mere matter of dividing the traffic according
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to the terms of the agreement entered into between the various roads,

the executive committee performs certain legislative functions, embrac-

ing the determination of the classification of freights, the raising and

lowering of rates, and the determination of questions as to the relative

rates which shall be charged to and from the different points. In cer-

tain cases these rates are influenced by rates charged by railroads out-

side of the association, and, in other cases, they are made regardless of

such considerations. The commissioner is also to a considerable extent

charged with the performance of these important duties.

In a recent communication, Mr. J. W. Midgley, the commissioner of

this association, says :
" The general intention of the organization is to

maintain such equable rates to and from the Missouri Eiver points as

shall admit of lesser or equal rates for shorter distances. To illustrate :

The intention is to maintain, say a 25-cent rate per hundred pounds on
wheat from Kansas City to Chicago, which would allow the roads in the

association to charge either that rate or a less rate from local points
nearer to Chicago." This is a measure commonly referred to among
railroad managers as "

protecting local traffic.'7 The propriety and im-

portance of it are generally conceded.

The operations of the Southwestern Railway Association have been

quite fully described in the chapter of this report entitled " The compe-
tition between Chicago and Saint Louis and between the transportation
lines tributary to those cities for the trade of the States and Territories

situated west of the State of Missouri."

THE CHICAGO-OMAHA APPORTIONMENT.

The Chicago-Omaha apportionment embraces both the east-bound and
the west-bound freight and passenger traffic between Chicago and
Omaha. The constituent members of this organization are the Chicago
and Northwestern Eailway, the Chicago, Eock Island and Pacific Eail-

road, and the Chicago, Burlington and Quincy Eailroad.

This is what is known as a "money pool," an equal division being made
of the receipts from the total through traffic of the several roads. The

companies manage the apportionment through their own officers, em-

ploying no commissioner or arbitrator.

The management of this association involves the determination

of the classification of freight, the raising and lowering of rates, and
the determination of questions as to the relative rates which shall

be charged to and from the different points. In certain cases these

rates have reference to rates charged by railroads outside of the as-

sociation, and in other cases they are made regardless of such consid-

erations.

For several years none of the roads engaged in this apportionment had

any important interest conflicting with their common interest in the

through traffic between Omaha and Chicago. This condition of affairs
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has, however, been disturbed by the following events of recent occur-

rence :

First. The extension of the line of the Wabash, Saint Louis and Pa-
cific Railroad, from Pattooisburg, Mo., to Omaha, has formed a connect-

ing link of a through line from Omaha to Saint Louis, and it is expected
that the connecting link of a through line by this route to Chicago will

be completed by May 1, 1880. The managers of this line assert their

right to a share of the through traffic. *

Second. The completion of the line of the Saint Joseph and Western
Eailroad from Hastings, Nebr., to a connection with the Union Pacific

Railroad at Grand Island. The managers of this line declare their in-

tention to secure a share of the through traffic to and from the Union
Pacific Railroad.

Third. The principal stockholders of the Kansas Pacific Railroad, also

largely interested in the Union Pacific Railroad, declare their intention

to secure a share of the California traffic by deflecting it from the line

of the Union Pacific Railroad at Cheyenne, Wyoming Territory.

The foregoing statements serve to illustrate the uncertainty which

surrounds all pooling arrangements owing to the fact, elsewhere stated,
that such combinations are constructed upon the basis of past results

and existing conditions. Changes affecting the internal affairs of the

several roads or in the external conditions surrounding them gen-

erally lead to the disruption of apportionment schemes, or to their

reconstruction upon the basis of a new division of traffic or of the re-

ceipts from traffic.

WAUKEE
AND THE CHICAGO, SAINT PAUL AND MINNEAPOLIS RAILWAYS.

By agreement between the Chicago, Milwaukee and Saint Paul, the

Chicago and Northwestern, and the Chicago, Saint Paul and Minneapolis

Railways made September 1, 1874, the receipts from through passenger
and freight traffic between Chicago and Milwaukee and Saint Paul

and Minneapolis, are divided, after reserving 50 per cent, for the ex-

pense of carrying the same, on agreed proportions. The arrangement
embraced receipts from through traffic only between the points named.

Subsequently, under date of October 1, 1877, a precisely similar ar-

rangement was made between the Chicago and Northwestern, and the

Chicago, Milwaukee and Saint Paul Railroad companies, to cover the

passenger and freight traffic passing between Chicago and Milwaukee

and La Crosse, Wis., and Winoua, Minn. The rates of freight applied

to the traffic so embraced are established at conventions of the general

freight agents of the roads which are parties to the agreement. A sec-

retary or auditor is placed in charge of the accounts. He compiles the
*

statements of business, makes monthly settlements, keeps record of the

rates established and of the proceedings of the conventions. The busi-
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ness is so naturally within the control of the respective roads that all

other matters pertaining to its conduct are disposed of at conferences

between the managers.
The management of this pooling arrangement involves the determina-

tion of the classification of freight, the raising and lowering of rates, and

the determination of questions as to the relative rates which shall be

charged to and from the different points. In certain cases these rates

have reference to rates charged by railroads outside of the association,

and in other cases they are made regardless of those considerations.

THE CATTLE POOL.

The so-called " Cattle Eveners' Pool " was organized in the year 1875,
with the object of putting an end to a contest which had for a long time

been going on between the trunk lines of railroad, extending from Chi-

cago to Boston, New York, Philadelphia, and Baltimore. This contest

had been waged so fiercely, that rates became not only unremunera-

tive, but in many instances entailed an actual loss upon the railroad

companies engaged in the traffic. It is stated that at one time cattle

were hauled from Chicago to Pittsburgh without charge, and that in cer-

tain instances they were hauled from Chicago to the seaboard for five

dollars per carload. That this rate was below the actual cost of trans-

portation may be readily inferred from the fact that the rate now (Decem-
ber 1, 1879,) prevailing is about $110 per car load, and is regarded as

reasonable. One of the strategic expedients adopted on the part of an

aggressive company was to force its antagonist to a rate below the actual

cost of transportation, and then to divert as large a portion as possible

of the unremunerative traffic to that road, thus compelling it to bear the

principal part of the loss incurred.

The companies finally resorted to pooling merely as an expedient for

the prevention of such losses. The several parties to the compact

agreed among themselves as to a division of the traffic. They then

entered into an arrangement with an association of certain of the prin-

cipal shippers, who agreed to direct their shipments in such manner as

to insure to each company its allotted share of the traffic, or, in other

words, to keep the number of cattle shipped over each particular road

embraced in the pool even with, or equal to, the percentage agreed upon
as the share of that road. These shippers were therefore known as
u eveners." The agreement embraced several matters of detail, and it is

believed to have included the regulation of stock-yards and resting-

places, in some of which the eveners had large proprietary interests.

In consideration of the services performed by the eveners, they were
allowed a rebate not only upon shipments made by themselves, but also

upon all cattle shipped by other parties to places situated east of Chicago.
This arrangement gave them a great advantage over all other shippers,
and thus tended to paralyze trade by creating a monopoly of the busi-

ness. The scheme met with a strenuous and determined public opposi-
12 COM
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tion, and it was abandoned by the railroad companies in the spring of

the year 1879.

The operations of the Cattle Eveners7 Pool were conducted secretly, and

great difficulty has been met in the various efforts which have been

made to ascertain fully and completely the facts in regard to it. This

fact furnishes an instructive comment upon the propriety of its existence

on the ground of public policy.

The cattle traffic is now under the general control of the Joint Execu-

tive Committee of railroad managers, having, in connection with the

Executive Committee of the Eastern trunk lines, general control over all

competitive traffic between the Western States and the Atlantic -sea-

board. Agents for the conduct of this business are stationed at Chicago,
Saint Louis, Indianapolis, and Cincinnati, whose duty it is to attend to

the dividing of traffic between the several competing railroads, either

according to the terms of apportionment arrangements or under the

operation of agreements as to rates.

The cattle traffic under this management is believed to be so con-

trolled as to work no unjust discrimination in favor of any particular

shipper or shippers.

An expert in regard to the cattle trade, in a report to this office, says
" the new .pooling arrangement has beyond a doubt been beneficial to

the interest of farmers in the Western States, since it has brought to

the Chicago market buyers who would not have appeared there if the

eveners '

pool had remained in operation."

THE POOLING OF THE PETROLEUM OR COAL-OIL TRAFFIC.

The production of petroleum or coal oil in the United States is con-

fined almost exclusively to two districts, known as the lower oil district

of Pennsylvania and the Bradford or upper oil district, situated partly in

Pennsylvania and partly in New York. The total production of coal

oil during the year 1879 amounted to about 20,200,000 barrels of42 gallons

each, of which about 14,100,000 barrels were produced in the Bradford

district, and about 6,100,000 barrels in the lower district.

The transportation of coal oil from these two districts, both towards

the East and towards the West, has for several years been almost entirely

controlled by an association known as the Standard Oil Company. This

association or company consists of individuals, business firms, and cor-

porations. Its operations embrace the purchase and sale of petroleum,

and the storage, transportation, and refining of that product. Whether

all its business is, or is not carried on under the provisions of any partic-

ular corporate charter, is a question which cannot be stated at the pres-

ent time. The cohesive power of a common interest in profits appears,

however, to have been found sufficiently strong thus far to hold the

association together in its business operations.

The almost marvelous success of this association has resulted mainly

from the fact that its managers have succeeded in securing from many
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of the trunk railroads of the country special rates of transportation.

The power which it has for several years exerted as an " evener" in the

coal- oil pool between the trunk lines extending from the oil regions to

the seaboard, has enabled it to secure a monopoly of that traffic. The

Standard Oil Company has thus become almost the only purchaser and

shipper of crude petroleum in the producing regions. It has also be-

come almost the sole proprietor of a system of pipe lines ramifying into

all parts of the oil districts, by which pipe lines the oil is conveyed to

tanks belonging to or controlled by that company and to tanks belong-

ing to producers and dealers in crude petroleum.
As the result of these extraordinary advantages, the Standard Oil

Company has become almost the only refiner of petroleum, it being es-

timated that 95 per cent, of all the coal oil refined in the United States

in 1879 was refined by that company.
The railroad "pool" controlling the transportation of coal oil to the

Atlantic seaboard now embraces three of the principal trunk lines, viz :

the New York Central and Hudson River, the New York, Lake Erie

and Western, and the Pennsylvania Railroads. In carrying on this ap-

portionment scheme the Standard Oil Company acts as an "evener," or,

in other words, it agrees to secure to each road the proportion of the traffic

agreed upon between themselves, in consideration of certain special ad-

vantages accorded over all other shippers in the matter of rates. The
result has been that the Standard Oil Company has for several years
been almost the only shipper of oil from the producing regions to the

seaboard. It has thus been able, also, to exercise a control over the en-

tire exports of petroleum, amounting to 66 per cent, of the quantity
moved from the oil regions.

Recently a pipe line has been constructed from the Bradford district

to Williamsport, Pa. From the latter point the oil is transported by
rail to New York and Philadelphia. Although the quantity of oil con-

veyed by the pipe line amounted during the year 1879 to only about 3

per cent, of the total quantity moved to the seaboard, the business of

the line having commenced in the month of June, yet it has exerted a

decided influence over the rates charged by the railroads.

At the present time it appears probable that the railroad companies
will eventually place all shippers upon an equality, a measure which

will have the effect of throwing the purchase and sale and the refining

of petroleum open to the competition of all who may be disposed to

engage in those pursuits.

THE ANTHRACITE COAL COMBINATION.

The pooling arrangement which for several years existed between the

so called "Anthracite Coal Railroads" was more comprehensive in its char-

acter than any other pooling arrangement which has been entered into in

this country, inasmuch as it embraced the control both of the production
and of the transportation of anthracite coal, and, as a necessary conse-



180 INTERNAL COMMERCE OF THE UNITED STATES.

quence, the control of the market price of that commodity. The steps
toward the consummation of this powerful combination were taken
with the avowed object of substituting for competition in the produc-
tion and in the transportation of anthracite coal the centralized power
of a monopoly, and the advocates and framers of the scheme invoked

public approval of it upon the ground that the interests of the labor-

ing classes employed in the mining of coal, the proprietary interests

in the mines, the interests of transportation, and the social and indus-

trial interests of the country would thereby be better subserved than
under the condition of affairs previously existing.

This scheme is not open to the censure which has attached to certain

other pooling arrangements in this country, in that they have been

secretly managed.
The bearings of this anthracite coal combination upon the various

interests of the country, in so far as relates to the practical question,
the price of coal, and to the various legal and politico-economic ques-
tions involved, are matters of great public interest. These questions
have been hotly contested, both as to matters of detail and of public

policy.

The history of this gigantic combination appears to have demonstrated
the fact that, in the absence of any direct opposing act on the part of

the public, the parties who engaged in the scheme have thus far been
unable to resist the disintegrating influence of internal dissensions and
of external opposing circumstances.

In view of the magnitude and importance of the interests involved,
a brief account of the formation and operations of the anthracite coal

pool may be here presented.
All the anthracite coal mines of the United States are situated in

the State of Pennsylvania, and are embraced in what are known as

the Southern coal field, the Middle coal field, and the Northern coal

field.

The product of the Northern or Wyoming coal field reaches the mar-

ket principally through the outlets furnished by the Delaware and Hud-
son Canal, the Delaware, Lackawanna and Western Eailroad, and the

Pennsylvania Coal Company, and, also, to some extent, by the lines of

the Lehigh Valley Railroad, the Central Eailroad of New Jersey, and
the Pennsylvania Eailroad.

The product of the Lehigh region, which comprises the detached coal

basin in the neighborhood of Hazleton and Beaver Meadow, and, also,

the extreme eastern end of the Schuylkill coal field, is carried to market

exclusively over the lines of the Lehigh Valley Eailroad and the Central

Eailroad of New Jersey.

The product of the Mahanoy and the Schuylkill coal fields is carried

to market principally over the lines of the Philadelphia and Eeading Eail-

road Company, but a small portion of that of the Middle coal field is

carried by the Lehigh Valley Eailroad, and about the same percentage
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from both the Mahanoy and Schuylkill coal fields by the Hues of the

Pennsylvania Railroad.

The principal circumstances which led to the formation of the anthra

cite coal combination were, first, the fact that the production of coal

had been enormously increased by the demand during the late civil war
;

and, second, that a competitive warfare had for several years been

waged between rival roads largely engaged in the transportation of

anthracite coal.

The principal contest for the transportation of coal from the Wyo-
ming coal field to the seaboard was between the Delaware, Lackawanna
and Western and the Central of New Jersey. These roads cross the

State of New Jersey from west to east, and supply the market of New
York.

In the course of the competitive struggle between the various lines for

traffic, several consolidations of roads occurred, and there was also a

considerable amount of new railroad mileage constructed. Tributary
lines were also built, and the facilities for the transportation of coal af-

forded by the various companies became enlarged to such an extent

that the capacity to transport coal, and the amount actually transported,

largely exceeded the demands of the markets. This resulted in a fall in

the price of coal below the cost of its production, and also, as is asserted,

in a fall in the rates for its transportation below the actual cost of the

service.

In order to protect themselves against a ruinous competition, as be-

tween themselves, the several companies entered into an agreement as

to the relative share of the total traffic which each should carry. This

compact continued from the 1st of December, 1872, to the latter part of

August, 1876, and embraced only coal carried to what were known as
i

competitive points," each company retaining exclusive control and-

management of its local trade. The representatives of the railroad in,

terests asserted that during the continuance of this "pool," 1872 to 1876

the prices of coal were not excessive, being no greater than during

previous years, and only sufficient to maintain the accustomed dividends

on their properties. The opponents of the pool, on the other hand,

alleged that the companies had, in their strife against each other, ex-

panded their "plant" far beyond the requirements of the business, and
declared that all such capital should share the common fate of deprecia-
tion in value Which had fallen upon other kinds of property and other

business enterprises throughout the country.

Prior to and during the continuance of this first coal combination, the

several railroad companies secured the ownership of about 75 per cent,

of the entire anthracite coal fields of the country, and thus acquired the

power to regulate both the production and the movement of that com-

modity. As the combination covered both the production and the trans-

portation of coal, the companies became their own eveners.

It was held by the advocates of this gigantic undertaking that only
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by obtaining control of the production could the coal-carrying roads pre-

vent the frequently recurring and protracted periods of unbridled com-

petition, during which the prices of coal and the rates for its transport-

ation became unreinunerative.

It was found, however, that, with the expanded powers and widened

influence of the combination there were always outlying and adverse

conditions not subject, to control.

Not the least of the difficulties to be met in the administration of a

great combination touching the material interests of the people at a

thousand points, is the fact that with the enlargement of its powers it be-

comes more and more amenable to public opinion, and that when it

assumes the form of a monopoly with respect to any matter affecting

the people generally, it becomes subject to a degree of public account-

ability, almost, if not quite, as decided as that which attaches to the ad-

ministration of governmental affairs.

After the disruption of the anthracite coal pool in August, 1876, the

various roads, with their dependent coal companies, were operated inde-

pendently of each other until January 1, 1878. During this period the

rates for the transportation of coal were again greatly depressed. The sev-

eral companies engaging in the traffic were unable to declare dividends.

One of them was forced to the appointment of a receiver to take charge

of its property. Another was obliged to obtain from its creditors an

extension of the time for the payment of its floating debt, and was also

forced to adopt other expedients designed temporarily to sustain its

credit.

A second coal combination went into effect on the 1st of January, 1878,

and continued until the close of that year. This second apportionment

was based upon an agreement as to the entire production and transpor-

tation of anthracite coal, embracing not only coal transported to compet-

ing points, but also all coal consumed in the coal regions or shipped to

points on the lines of the several roads.

The following table shows the percentage of the total products allotted

to each one of the seven coal-carrying companies :

Per cent.

The Philadelphia and Reading Railroad Company 28. 625

The Lehigh Valley Railroad Company 19.750

The Central Railroad of New Jersey 12.905

The Delaware, Lackawanna and Western Railroad Company 12. 750

The Delaware and Hudson Canal Company 12.480

The Pennsylvania Railroad Company 7 - &
The Pennsylvania Coal Company 5.865

Total 100 - 000

The execution of the arrangement was intrusted to a board of control,

and the accounts of production and transportation were kept by an

auditor, upon the basis of whose statements the monthly adjustments

under the agreed division of the business were made.
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This second apportionment continued until December 31, 1878, when
it was disrupted in consequence mainly of a refusal of one of the com-

panies to accept terms agreed upon by the other companies.
The increased demand for coal consequent upon the general revival

of business throughout the country has since enabled the various com-

panies to maintain remunerative prices and rates in the absence of any
apportionment agreement.
The only object of the present brief statement in regard to the Anthra-

cite Coal Combination, is to present the general facts touching its organ-
ization and operations, without entering upon any discussion as to

whether the rates charged for transportation or the prices of coal during
the periods when an apportionment compact was maintained were

reasonable or unreasonable, or as to whether such apportionments, or the

measures adopted for maintaining them were in a politico-economic sense

justifiable or unjustifiable.

Although the Anthracite Coal Combination is not now in existence,
the foregoing statement in regard to it is believed to be of interest from

the fact that it serves to illustrate a phase of the railroad system of the

country.
It may also be remarked with respect to this great combination that

it was based upon the quantity of coal mined and transported by each

of the companies prior to the time of its organization, and upon circum-

stances surrounding each one of them at that time. It was impossible
to make provision for the future. Changes in the extent of the demand
for coal met by the various companies, materially affecting their rela-

tions to each other, of course involved the necessity of a modification

of the scheme, and in the event of a contest its entire reconstruction

upon the basis of the changed condition of affairs. This feature of

instability attaches to every "pooling" arrangement.

4. CONCLUDING EEMAEKS IN EEGAED TO TEANSPOETA-
TION.

As the result of the various competitive influences of transportation
and of trade, and of the possibility of increasing the actual number of

competitors for the traffic furnished by the important trade centers of the

country by the establishment of direct traffic over connecting lines, the

question as to whether rates are reasonable or unreasonable is now de-

termined mainly upon the ground of what transportation services are

worth to the shipper, and not by their cost to the transporter.
The manner in which the charges for transportation services are de-

termined, in so far as relates to inter-State or highly competitive traffic,

is clearly illustrated in the case of the rail lines connecting New York
and Chicago these lines being the New York Central and Hudson
Eiver Eailroad, the New York, Lake Erie and Western Eailroad (for-

merly the Erie Railway), the Pennsylvania Eailroad, and the Baltimore
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and Ohio Bailroad, through its eastern connections between the cities

of Baltimore and New York. The cost of constructing these several

lines differed widely, and the cost of maintaining and operating them
also differs widely, but it is found in practice that the four lines must
maintain very nearly or exactly the same rates for the carriage of freights
between the two terminal cities. If the line which cost least, and
which is maintained and operated at least expense, were to grant
lower rates than any of the other lines, it would very soon secure

all the traffic. Competition would not then exist, and there would be
no occasion for an apportionment of traffic. In the case under consid-

eration, the rates which can be secured by each one of the four lines

under any possible agreement are not only greatly restrained, but, in

many respects, absolutely determined by competitive influences of trans-

port and of trade entirely beyond their control.

With respect to the transportation of grain and other bulky reights
between Chicago and New York, the rates which may be obtained on

the four railroads are determined by the rates which prevail on the water

route composed of the lakes, Erie Canal, and Hudson Eiver. The
rates which can be obtained on other classes of merchandise are also in

a greater or less degree influenced by the possible competition of that

cheap water line.

The fact that it is impracticable to determine the reasonableness or

unreasonableness of freight charges upon the basis of the cost to the

carrier, is clearly recognized by the courts of the counhy, first, be-

cause such a rule would lead to interminable economic investigations,
both as to the actual cost of constructing and operating railroads, and as

to whether they have in each new case arising been honestly constructed

and managed ; and, second, because a decision that the reasonableness

of charges can be maintained upon the ground of the cost to the trans-

porter of the service rendered, would, in effect, be an announcement

that the public ought to pay such rates of transportation as shall enable

the companies to realize a profit upon their investments in railroad

property, no matter how unfortunately or injudiciously such investments

may have been made.

The governmental measures which have been adopted in this country
or in other countries for the regulation of freight rates, either in the

direction of preventing exorbitant charges or unjust discriminations,

have had very little, if any, reference to the cost of constructing or

of operating railroads. The same thing is true when railroad compa-
nies unite in a pooling or apportionment scheme. In such cases the

share of the traffic apportioned to each road has no relation whatever

to its length, to the cost of its construction, to its characteristics with

respect to gradients and alignment, the cost of operating, the relation of

receipts to expenditures, nor any other question affecting the financial

status of the company. The only question which is at all considered in

making the apportionment is simply the relative poicer of the different

orads to secure traffic when the same rates prevail over them all.
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In practice, freight tariffs are framed and from time to time adjusted

by railroad managers solely with reference to the two following con-

siderations : First, the direct influence of the competition of rival trans-

portation routes, and, second, all that is implied in the expression what

each commodity icill bear, by which is usually meant the rates which, under

all the direct and indirect competitive influences o transportation and

of trade, will yield the largest profit consistently with the object of

stiniulatiug production through the facilities afforded for transportation.
A railroad freight tariff is sim^y a grouping under five or six general

classes of an almost infinite number ofcommodities, the cost o trans ort-

ing no two of which is precisely the same. Evidently a classification

of this sort is only a rough approximation towards the equitable gradua-
tion o freight charges according to the value of transportation service.

The commodities placed under each class differ widely a to their

value with respect both to weight and to the space which they occupy,
and as to the expense involved in their carriage and handling. The
commodities placed in each class differ also as to the risk involved in

their transportation on account of their being liable to breakage or

decay. The determination of the question as to the class in which any
commodity shall be placed is also influenced by the quantity carried and

by other considerations ofan economic or commercial character. Freight
tariffs are evidently, at the best, but expressions of the practical judg-
ment of those who frame them, and no quality of infallibility can ever

attach to their decisions.

If to the performance of this duty is added that of conforming to

equitable general rules expressive of the public judgment in regard to

rates, there will be presented to the railroad manager no insuperable

difficulty, nor any hardship of which he may justly complain, since the

public judgment, however it may err during times pf excitement, will

always, in the end, be guided by the public conscience.

Discriminations.

Within the range of the discretionary power over rates exercised by
railroad managers lie all those difficult and vexatious questions which
are summarily comprehended in the term discriminations. This subject
embraces very largely the practical question as to the relations of the

railroads to the public.

Since, in a broad and general sense, the proper conduct of the affairs

of life depends largely upon the observance of proper discriminations?

the practical question which presents itself for solution in the framing
of freight-tariffs, as well as in devising governmental regulations over

such tariffs is not whether discriminations shall or shall not be made, but
hoiv to discriminate.

The following are some of the more important considerations upon
which discriminations are based :

First. The establishment of lower rates for the carriage of commodities
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in large than in small quantities. The economies of transportation indi-

cate that differences in rates based upon this consideration are justifi-

able, and yet experience proves the importance of setting a limit to

the discretion which may be exercised by railroad companies in this

regard. A single car-load has been suggested as the unit of charges for

the carriage of commodities of one kind. Evidently, unless some limit

is set to the discretionary power exercised by railroad companies, the

most unjust discriminations may be practiced as against small shippers,
under the pretext that the quantity of^uiy particular commodity trans-

ported affects the cost of such service. The practical determination of

this question is a matter of detail, and cannot be treated of more at

length in this report.

Second. The granting of special rates to favored shippers. This is one

of the most objectionable forms of discrimination, inasmuch as it con-

stitutes a direct interference with the freedom of trade, and is a flagrant

violation of the well-established principle that the common carrier shall

not discriminate in the matter of freight charges between persons ship-

ping goods under like circumstances. Intelligent and fair-minded rail-

road managers condemn such discriminations, regarding the practice as

merely an expedient to be resorted to during a war of rates.

Certain exceptions to the entire abolition of special rates are urged
with much force. One of the most meritorious instances adduced is that

of the establishment of a mining or manufacturing industry on the line

of a road, where the fundamental condition to the success of such an

enterprise is that it shall be granted special rates both for the receipt of

supplies and for the shipment of its products during a specified period,

generally for a number of years, the grounds upon which the special

privilege is based being that such new enterprise must compete with

similar enterprises located at points where the advantages of competition
between transportation routes is afforded, and on roads, the magnitude
of whose total traffic enables them to transport like commodities at very
low rates. Measures of this kind appear not only to be justifiable, but

to be desirable in the light of the public interests, as tending to the de-

velopment of the resources of the country. Exceptions of this kind,

however, and every other form of exception to the general rule of equal

rates to shippers under similar circumstances, should be granted under

the terms of general or of special legislation, or of some other govern-
mental sanction in behalf of the public interests.

The manner in which, and the extent to which exceptions to the rule

of equal charges to shippers under like circumstances shall be admitted

will, of course, be the subject of widely different opinions, in consequence

of the diversity of views which prevails as to how far infant industrial

enterprises may be fostered by governmental aids and privileges which

are in their nature protective and enabling. Perhaps in no other branch

of railroad operations is there greater need than in this for the exercise

of the functions of a technical tribunal, such as is supplied in Great

Britain by a board of railway commissioners.
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Third. Discrimination with respect to through or competitive traffic and

local or non-competitive traffic. The differences which prevail in all

parts of the country between the rates charged for the transportation
of through or competitive freights and for the transportation of local or

non-competitive freights, in proportion to the distance carried, constitute

the largest, the most complex, and the most difficult question connected

with the subject of discriminations in rates.

To a very large extent competitive traffic is inter-State traffic, and to

a very large extent the so-called "local" or non-competitive traffic is

carried on within the boundaries of particular States, but the exceptions
to this are so many, and they cover and influence so much, that it appears
to be impossible to formulate any equitable rules which shall be appli-

cable alike to these two general classes of traffic.

The principal part of the inter-State railroad traffic of the country is

highly competitive, mainly as the result of combinations entered into

between railroads to facilitate direct shipment over connecting lines.

As already stated, such combinations have been formed in order to meet

pressing commercial demands, and they have not only been encouraged
but sanctioned by State and national legislation.

The reduction in through rates which has followed the formation of

such combinations has already been noticed in considering the subjects

of competition and the pooling or api orticnment of traffic.

"
Through rates" on railroads are also influenced and regulated by

the competition of water-lines and of rival markets both in this country
and in foreign countries. For instance, the rate on grain from Chicago
to ^ew York is influenced by the price of grain at Odessa, as well as by
the cost of its transportation from Odessa to London. The economies

of transportation are also largely in favor of " the low rate for the long

haul," in all cases where the quantities to be moved are large and sup

ply a considerable part of the business of the road engaging in the

traffic.

To a great extent these commercial and economic conditions have had
the effect of eliminating the value of distance as an element of the cost of

transportation, the tendency being constantly towards a parity of freight

charges as well as of prices.

But the great reductions in through rates resulting from railroad wars
were the cause of most unjust discriminations as against local rates.

The same causes produced very marked discriminations in favor of cer-

tain cities as against their competitors in commerce; causing wide-

spread dissatisfaction and complaint in various parts of the country.
These evils have, however, been greatly abated and in many instances

have entirely ceased, since the railroads have turned from an attitude of

hostility towards each other to one of amity under apportionment
schemes.

As the result of the low rates of transportation which have prevailed
with resj>ect to the carriage of surplus agricultural products of the
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West, an enormous inter-State commerce as well as foreign commerce
has been developed.
In very many cases producers in the Western and Northwestern

States are now more favorably situated with respect to the seaboard mar-
kets and to the markets of Europe, than are many of the agricultural pro-
ducers in the Atlantic seaboard States.

Complaints against apparent discriminations of this nature are heard
in all parts of the country. Each case embraces the distinct problem
as to whether the differences between the rates referred to are or are
not justifiable under the various commercial and economic conditions
which have already been noticed and commented upon.
The question in each case as to whether the discrimination is just or

unjust, is, of course, subordinate to the more complex question as to how
far such discriminations are dictated and enforced by the economies
of transportation by the regulative influence of cheap water lines, by
the competition between rival railroads and by the restraining influ-

ence of the competition between rival markets. The answer to the ques-
tion also involves the inquiry as to how far such discriminations are

caused by a reckless or unjustifiable exercise of power over local rates by
railroad managers, in their efforts to recoup losses incurred in the con-

duct of their "
through" or competitive traffic.

The question as to the relative rates which shall prevail to and
from different localities with respect to the different classes of freight,
is one of national importance, affecting vitally the interests of agri-

culture, of manufactures, of mining, and of commerce. Its practi-
cal determination under our present system of transportation, devolves

entirely upon railroad managers. This large discretionary power
has come to them by the force of circumstances, and not of their

own seeking. Not only are railroad managers obliged to determine

the degree of consideration which shall be given to the various com-

mercial and ,economic circumstances which surround them, but they
are also compelled to pass upon such vitally important questions as the

economic and commercial laws governing production and trade, subjects
which are commonly supposed to fall within the range of practical

statesmanship. To assert that this enormous power should not be

remitted entirely to an interest (that of transportation), giving employ-
ment to only 2 per cent, of all the laborers in the country, and con-

trolling interests representing only about 8 per cent, of the property
value of the country, amounts to an assertion that the other interests

should have a voice in this matter through some governmental agency

competent to deal with it, and authorized to represent the interests of

the whole country in the subject of transportation.
Under existing circumstances relative to the mixed jurisdiction of the

State and national governments over the internal commerce of the coun-

try, the question as to the scope and the proper limits of the practical
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exercise of governmental authority touching discriminations of this char-

acter is an exceedingly difficult one. A large part, of the so-called

local traffic of the railroads of this country is subject to the absolute

and exclusive control of State legislation. This has been clearly

announced in a decision of the Supreme Court of the United States.

But a considerable part of the local traffic, as well as the principal part

of the through traffic of many railroads, is in its nature inter-State com-

merce, and therefore subject to regulation only under the provisions of

national laws. The Federal courts have not failed to observe the prac-

tical impotency of State legislation to correct those abuses in freight

charges which most seriously affect the public interests, and the question

has arisen as to whether a power in a State government so limited can

be beneficially exercised in the absence of any exercise of the authority

of the national government.
While complaints as to unjust discriminations with respect to different

localities are heard from producers and shippers, railroad managers and

others who speak in behalf of the railroad interests, freely concede that

such discriminations constitute a great public evil. They assert, how-

ever, that the causes of the difficulty are beyond their control.

The Railroad Gazette of New York, in an article entitled u The legal

sanction of combinations," says :
a The enormous differences between

through and local rates, which are the inevitable consequences of the

present method of doing things, are the occasion of%nost of the dissatis-

faction with railroads, and they are, doubtless, the cause of much actual

injury to a great many persons."
Mr. Eobert Garrett, of Baltimore, a gentleman having an extensive

practical acquaintance with railroad affairs, in a recent magazine article

referred in the following terms to the ungoverned and ungovernable com-

petition for eastbound traffic between the trunk lines which connect the

West with the seaboard, and to the discriminations which inevitably

prevail as the results of such contests :
" While this is the result of

competition in through freights, the local traffic and that to and from

non-competing points are forced to submit to unreasonable discrimina-

tions at the hands of the railway companies.
* * * This has been

the case for years. Formerly the people were content with protests, but

recently they have assumed a more determined and aggressive attitude,

and their efforts to secure a recognition of their claims by the railway

companies have culminated, as known, in appeals to State legislative

bodies for relief from the alleged discriminative policy."
In a communication addressed to the special committee on railroads

of the New York legislature by the presidents of the New York Central

and of the New York, Lake Erie and Western Eailroad Companies, under
date of April 18, 1879, those gentlemen, after alluding to the great dif-

ferences which prevail between the rates on through and on local traffic,

say:
" The undersigned are also fully aware and freely acknowledge that
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there are great evils arising from the absence of a proper limit to com-

petition, and the abuse thereof, and that unnecessary injury is thereby
done to the interests of many people, to large sections of this and other

States, and to the owners of railroad property ;
but they as strongly as-

sert that the rectification of such abuses, and the preservation from the

injury inflicted upon individuals and communities, are beyond their per-

sonal control, and equally beyond the power of the legislature of the

State of New York, or of Pennsylvania, or of any other or of all the

States to control. The abuse of a proper principle and the injury to the

people is as broad as the nation, and unless there is some power in the

national government, and some way by which such abuse and injury
can be rectified by the Congress of the United States, there is no remedy,
and all persons, communities, and States must accept the position and
wait for time either to furnish a remedy or permit the great laws of

trade, now trammeled by destructive competition, to work out the re-

sult."

At the present time railroad managers appear to be quite generally
of the opinion that the only practicable remedy for the evils of unjust
and improper discriminations, is to be found in a confederation of the

railroads under governmental sanction and control, the principle of the

apportionment of competitive traffic being recognized as a feature of

such a confederation. This is a subject worthy of careful investigation.

Any adequate determination of the question as to the relation of the

railroads to the public interests must take into account the dual nature

of railroad companies, as corporations charged with the duty of exercis-

ing the public function of supplying highways of commerce and as pri-

vate institutions, entitled to protection and to the privileges of securing

profits upon the capital invested in them. The solution of the question

must also take into account the peculiarity of the railroad as a highway
of commerce, all the vehicles employed upon it being of necessity placed

under one central organization.

In view of all these difficult questions, it must be confessed that a satis-

factory solution of the railroad problem is yet involved in obscurity.

The subject is a broad and complex one, touching the public interests in

many ways. It demands a patient and thorough investigation in all its

bearings. Statistics and other facts may greatly aid in Breaching a

proper determination of the question, but its satisfactory solution will

also require all the light which can be thrown upon it by persons learned

in the law and in the principles of government, by persons well-informed

as to the practical management of railroad interests, and also by persons

who are competent to express intelligent views in regard to so important

a question in its relations to the interests of agriculture, of manufactur-

ing, of mining, and of commerce.
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5. THE GOVERNMENTAL REGULATION OF RAILROADS.

No important measures have been adopted during the last two years

by any of the State governments or by the national government in re-

gard to the regulation of railroads. The subject has, however, com-

manded a more general and intelligent interest than at any previous

period. Experience has proved that certain of the restrictive measures

adopted a few years ago by the legislatures of some of the Western

States were, in their practical workings, detrimental to the producing
and commercial interests of the country, and at the same time injurious

to the railroad interests. Nevertheless, the legislative acts regulating

freight charges which have been adopted in this country have gener-

ally had a salutary influence as reformatory measures. The benefits

of such acts have resulted rather from their moral influence in

restraining and preventing abuses than from their direct effect in

enforcing the right and correcting the wrong. The railroad companies
have been constrained to explain the principles upon which their freight

tariffs are based, and thus the public have been enabled to gain much
valuable information as to the distinction which exists between just

and unjust discriminations and between practices which are based upon
economic considerations and sound commercial principles, and such as

are indefensible and therefore constitute abuses of the rights and privi-

leges conferred upon the companies.
A knowledge of the mistakes made in the earlier attempts at legisla-

tion affecting freight chages and the general conduct of the freight

traffic of railroads, has had the effect of inculcating the importance of

proceeding cautiously and upon a careful and thorough investigation of

the whole subject. However much the popular judgment touching the

methods to be adopted for the governmental regulation of railroads may
at times have erred, especially in its tentative efforts in that direction,

it is certain that there can in this country be no permanent wrong done
in the enforcement of remedial measures, since public sentiment will

always be guided by the public conscience, not only in protecting the

public interests against abuses practiced by the railroad companies, but

also in dealing with the interests of the railroad companies. Conformity
to well-considered and judiciously-devised rules touching matters of a

practical nature in railroad management can therefore entail no hard-

ship upon those to whom such rules apply.

UNIFORMITY OF RAILROAD ACCOUNTS AND THE PUBLICITY OF THE
ACTS AND DOINGS OF RAILROAD COMPANIES.

As all intelligent action touching the regulation of railroads must be

based upon accurate, reliable, and duly-authenticated information, it is

essential that publicity should be given to the operations of railroad

companies in so far as they relate to or affect the public interests. For
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the purposes of comparison ,
it is important that in the accounts of rail-

roads from which such information is collected, a certain degree of uni-

formity should be observed as to the manner in which they are kept,
and also as to the manner in which the necessary returns are made.
This fact has been fully realized by railroad commissioners in the pre-

paration of their annual reports.

The State of New York was the first to require the annual publication
of railroad returns in conformity to a prescribed schedule, the law upon
the subject having been enacted in the year 1850. Other States have
since enacted similar provisions.

Under the State railroad commissioner system, the collecting of in-

formation in regard to railroads has been greatly improved. The inqui-
ries relate to the financial status and the acts of the several companies,
to the physical characteristics of the road, to the locomotive, track, and

freight equipment, to the number, nature of employment, and compen-
sation paid to the various employes, and to the freight and passenger
traffic of the several roads.

On the 12th of November, 1878, a convention of railroad commission-

ers of several of the States was held at Columbus, Ohio, mainly for the

purpose of conference upon this subject. A committee on bookkeeping
and accounts was appointed, and certain railroad accountants were re-

quested to act with the committee as experts. At a subsequent conven-

tion of the commissioners held at Saratoga Springs, N. Y., June 10,

1879, that committee presented a report embracing certain general

rules, and a form of returns. The report of the committee was unani-

mously adopted by the convention, and the railroad accountants were

invited to join in a recommendat on of the new form of accounts to the

railroad companies of the several States. A copy of the proposed rules

and form may be found on page 196 of the Appendix.
It is believed that the reform thus suggested and urged upon railroad

companies by the State railroad commissioners would, if generally car-

ried into effect, tend to protect the interests of railroad companies, by

affording to the public a better understanding of the condition of the

roads, and thus prevent dissatisfaction. So long as the policy of con-

cealment is pursued, an ever-jealous public will be apt to be influenced

by its prejudices and suspicions in the formation of opinions as to the

operations of railroad companies.

6. INFORMATION FURNISHED BY EXPEETS.

In compliance with the terms of the law requiring the preparation of

this report, the services of several gentlemen, well informed in regard
to the commercial and transportation interests of the country, have been

secured for the purpose of furnishing statistical and other necessary in-

formation. A large part of the contributions of these experts may be

found in the appendix to this report. Attention is especially directed
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to the interesting and valuable statements prepared by the following

persons :

Mr. F. B. Thurber, merchant, of New York City, a gentleman who
has given much attention to the transportation interests of the country.
Mr. Simon Sterne, counselor at law, of New York City, a gentleman

prominently known in connection with the public discussion of matters

touching the interests of transportation and commerce.

Mr. George H. Morgan, secretary of the Merchants' Exchange of Saint

Louis, Mo.

Mr. H. G. Hester, secretary National Cotton Exchange of New' Or-

leans, La.

Mr. Charles Randolph, secretary of the Board of Trade of Chicago, 111.

Mr. Sidney D. Maxwell, superintendent of the Merchants' Exchange,
Cincinnati, Ohio.

Mr. W. H. Miller, secretary and treasurer of the Board of Trade, Kan-
sas City, Mo.

Mr. James M. Swank, secretary of the American Iron and Steel Asso-

ciation, Philadelphia, Pa.

Mr. John C. Welch, editor of the Monthly Petroleum Trade Report
Oil City, Pa.

Mr. S. H. Stowell, editor of the Petroleum Reporter, Pittsburgh, Pa.

Col. Milo Smith, Clinton, Iowa, a gentleman who has had a large ex-

perience in the management of railroad interests.

Mr. George U. Porter, secretary of the Board of Trade of Baltimore?
Md.
Mr. E. W. Perry, editor of the American Stockman, Chicago, III.

Mr. J. W. Midgley, railroad commissioner, Chicago, 111.

Hon. Hamilton A. Hill, secretary of the National Board of Trade, Bos-

ton, Mass.

Mr. William Thurstou, secretary of the Board of Trade, Buffalo, N. Y.

Mr. C. H. Pope, of Louisville, Ky., a gentleman well informed in re-

gard to the commercial and industrial interests of that city.

Mr. J. D. Hayes, Detroit, Mich., a gentleman who has had a large ex-

perience 'in the management of railroad interests, and has taken a

prominent part in the discussion of matters relating to trade and trans-

portation.

Mr. J. E. Dodge, a gentleman who was for several years statistician of

the Department of Agriculture, and is widely known on account of his

knowledge of the agricultural interests of the country.
Valuable information has also been furnished by Mr. Albert Fink,

railroad commissioner of New York City, and Mr. Virgil Powers, com-

missioner of the Southern Railway and Steamship Association of Macon,
Ga.

;
Mr. George Frazee, surveyor of customs, Burlington, Iowa, and

Mr. John H. Jones, of the Reading Railroad Company, Philadelphia, Pa-
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